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PATENT  LAW  REVISION 


TUESDAY,   MAY    11,    1971 

U.S.  Senate, 
Subcommittee  on  Patents,  Trademarks,  and  Copyrights. 

commitl^ee  on  the  judiciart, 

Washington,  B.C. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room  3302, 
New  Senate  Office  Building,  Senator  John  L.  McClellan  (chairman 
of  the  subcommittee)  presiding. 

Present :  Senators  McClellan  (presiding) ,  Fong,  and  Scott. 

Also  present:  Thomas  C.  Brennan,  chief  counsel  and  Edd  N. 
"Williams,  Jr.,  assistant  counsel. 

Senator  ]\IcClelk;VN.  The  committee  will  come  to  order. 

The  Chair  will  make  a  brief  opening  statement. 

The  subcommittee  is  today  resuming  the  hearings  on  patent  law 
revision.  The  purpose  now  is  to  hear  testimony  on  those  patent  issues 
which  have  developed  since  the  conclusion  of  the  extensive  hearings 
on  the  Eeport  of  the  President's  Commission  on  the  Patent  System, 
and  the  bills  that  were  introduced  as  a  result  of  that  report.  Because 
of  the  change  in  administration,  the  subconnnittee  has  delayed  report- 
ing legislation  for  a  general  revision  of  the  patent  laws  awaiting  the 
views  of  this  administration. 

The  amendments  introduced  to  S.  643,  the  pending  patent  revision 
bill  by  the  minority  leader  clearly  raise  the  most  important  issue 
before  the  subcommittee  to  be  considered  in  these  hearings.  These 
amendments  present  complex  public  policy  and  legal  issues  touching 
upon  the  viability  of  our  patent  system,  the  investment  of  capital, 
the  competitive  free  enterprise  system,  and  international  trade. 

I  currently  have  no  position  concerning  the  specific  provisions 
of  Senator  Scott's  amendments.  However,  I  reject  the  contention 
that  it  is  not  appropriate  or  desirable  for  the  Congress  to  enumerate 
the  rights  of  patent  owners,  but  that  any  necessary  clarification  should 
be  provided  by  judicial  decisions  and  the  public  statements  of  officials 
of  the  executive  brancli.  I  think  Congress  has  a  role  to  play  and  a 
duty  to  perform  in  connection  with  this  problem.  When  significant 
differences  of  opinion  exist  as  to  what  patent  practices  are  in  the 
public  interest,  the  Congress  shoidd  resolve  the  issue.  The  minority 
leader  has  indicated  that  he  is  not  committed  to  any  particular  text. 
Tt  is  quite  likely  that  constructive  suggestions  for  clarification  of  the 
Scott  amendments  will  be  made. 

The  subcommittee  has  sought  to  have  all  viewpoints  represented 
in  these  hearings.  I  have  been  advised  by  the  staff  that  any  person 
who  requested  an  opportunity  to  be  heard  in  opposition  to  the  Scott 
amendments  has  been  allocated  time  for  his  tCvStimony. 

M) 


A  second  major  issue  to  be  explored  during  these  hearings  is 
whetlier  it  is  necessary  to  make  any  modification  in  the  traditional 
functioning  of  the  patent  system  in  order  to  advance  the  national 
connnitment  of  improving  the  quality  of  the  environment.  It  may 
be  that  conditions  do  exist,  or  will  develop  in  the  future,  that  will 
warrant  some  adjustment  of  the  patent  laws.  However,  such  altera- 
tions shouhl  only  occur  after  careful  study  and  adequate  hearings. 
Unforlr.natolv,  this  did  not  occur  during  the  consideration  of  the 
Clean  Air  Ainendments  Act  of  1970.  Sweeping  and  unprecedented 
pro\isions  relating  to  the  compulsory  licensing  of  patents  and  trade 
secrets  were  added  to  that  legislation  without  any  notice  or  hearings 
and  without  consultation  with  this  subcommittee.  I  did  not  seek  to 
have  that  bill  referred  to  the  Judiciar\^  Committee  because  of  the 
overriding  public  interest  in  early  enactment  of  the  clean  air  legis- 
lation. I  appreciate  the  position  taken  by  those  members  of  the  Public 
Works  Committee  who  subsequently  indicated  that  it  was  a  mistake 
to  have  included  such  provisions  without  a  review  by  this  subcoin- 
mittee.  I  am  ad^'ised  by  the  staff  that  no  one  has  expressed  a  desire 
to  testify  in  support  of  the  retention  of  section  308  of  the  Clean  Air 
Act.  but  that  many  statements  have  been  received  urging  its  repeal 
on  the  grounds  that  it  is  unsound  and  unnecessary. 

The  third  major  issue  to  be  considered  in  these  hearings  is  the 
adjustment  of  patent  fees.  After  protracted  study  the  Congress  de- 
termined in  1965  that  the  Patent  Office  should  recover  about  two- 
thirds  of  its  operating  costs  through  the  payment  of  fees.  The  recovery 
in  fees  lias  now  dropped  to  approximately  50  percent.  In  order  to 
provide  a  basis  for  these  hearings,  I  introduced  S.  1255  which  retains 
the  structure  of  the  existing  fee  schedule  but  increases  most  fees  to 
produce  the  rate  of  recovery  previously  desired  by  the  Congress  and 
the  executive  branch.  I  am  not  committed  to  any  particular  formula, 
l)ut  it  is  my  view  that  the  taxpayers  should  not  be  required  to  sup- 
port more  than  one-third  of  the  costs  of  the  Patent  Office. 

Senator  Fong.  any  statement? 

Senator  Fong.  I  have  no  statement,  Mr.  Chairman.  I  am  very  happy 
that  you  have  called  this  meeting  on  these  bills.  Thank  you. 

Senator  McCi.ellan.  I  note  Senator  Scott  has  arrived. 

Senator,  we  opened  the  hearings  and  I  have  made  an  opening 
statement. 

Senator  Scott.  Mr.  Chairman,  I  appreciate  this  and  I  do  want  to 
say  to  those  who  are  here  as  witnesses  that  I  would  appreciate  their 
indulgence  as  I  am  caught  between  the  opening  of  the  Senate  and 
the  meeting  of  another  committee.  I  will  be  verv^  brief  because  we 
have  made  great  strides  in  the  fields  of  technology  and  science  in 
rofciit  years.  1  uiay  say  that  I  will  simplv  read  my  statement  and  ask 
the  Chairman's  approval  to  submit  a  number  of  attachments  and 
enclosures  after  T  liave  finished. 

Senator  McClellan.  All  of  the  documents  and  materials  submitted 
will  be  made  part  of  the  record  at  the  end  of  the  Senator's  statement. 

Senator  Scott.  I  thank  the  chairman. 


The  United  States  has  made  great  strides  in  the  fields  of  technology 
and  science  in  recent  years.  Much  of  the  credit  for  these  advances 
must  be  given  to  the  American  patent  system  which  has  stimulated 
and  encouraged  innovation  and  invention.  To  insure  that  the  patent 
system  continues  to  play  this  vital  role,  it  is  necessarj^  to  periodically 
revise  and  update  the  patent  laws. 

It  is  my  privilege  to  serve  on  this  subcommittee  and  to  work  with 
the  Chairman  and  other  members  of  the  subcommittee  to  bring  about 
needed  revision  in  our  patent  laws. 

During  the  last  Congress,  I  introduced  two  amendments  to  the 
then-pending  patent  revision  bill.  I  reintroduced  these  amendments, 
the  so-called  Scott  amendments,  on  March  19  of  this  year. 

I  noted  during  the  last  Congress  that  I  was  introducing  these 
amendments  so  that  they  might  appropriately  be  the  subject  of  wide 
discussion  and  debate  by  all  interested  parties.  I  was  not  wed  then, 
nor  am  I  wed  now,  to  the  specific  language  set  out  in  my  amendments. 
I  am,  however,  in  full  accord  with  the  general  thrust  and  purpose  of 
these  amendments.  I,  therefore,  reintroduced  these  two  amendments 
with  the  hope  that  a  chance  for  full  congressional  consideration  and 
action  will  be  enhanced  by  the  early  date  of  their  reintroduction. 
I  am,  therefore,  very  pleased  that  Senator  McClellan  is  holding 
these  hearings. 

Although  I  will  submit  substantial  explanatory  and  supporting 
data  at  the  conclusion  of  my  remarks  for  the  hearing  record,  I  am 
taking  this  opportunity  to  briefly  explain  the  purpose  of  my 
amendments. 

The  amendment  (No.  23)  proposed  to  section  301  is  intended  to 
make  it  clear  that  the  patent  laws  shall  not  be  construed  to  preempt 
the  right  of  the  courts  under  State  or  Federal  law  to  decide  issues 
with  respect  to  enforcement  of  contracts  in^'olving  rights  to  intellec- 
tual property  such  as  trade  secrets,  technical  know-how,  and  unfair 
competition. 

The  amendment  (No.  24)  proposed  to  sections  261  and  271  deals 
witli  patent  license  provisions  and  is  intended  primarily  to  implement 
recommendation  XXII  of  the  report  of  the  President's  Commission 
on  tlie  Patent  System. 

I  believe  these  amendments  address  tliemselves  to  extremely  impor- 
tant questions  in  the  patent  law  field.  There  is  merit  to  their  under- 
lying principles.  It  is  for  this  reason  that  I  proposed  them  to  S.  043. 
However.  I  harbor  no  pride  of  authorship  in  the  specific  language 
and  stand  ready  to  examine  alternative  approaches  to  meet  the  needs 
to  wliich  my  amendments  are  addressed.  It  is  my  hope,  however,  tliat 
these  amendments  will  serve  to  further  stimulate  thought  and  dis- 
cussion on  the  action  needed  in  these  important  areas. 

For  purposes  of  background  and  clarification,  it  should  be  noted 
that  the  General  Patent  Revision  IdIU  introduced  in  the  91st  Congress 
was  S.  2756  and  is  identical  to  the  current  bill,  S.  643,  in  all  areas 
affected  by  the  Scott  amendments.  ]My  amendment  No.  23  to  S.  643 
is  identical  to  my  amendment  No.  579  to  S.  2756.  My  amendment 
No.  24  to  S.  643  is  identical  to  my  amendment  No.  578  to  S.  2756. 

In  order  to  further  illuminate  the  need  for  these  amendments,  I 
ask  unanimous  consent  that  the  following  materials,  which  I  inserted 


in  tlie  Congressional  Eecord  when  I  introduced  these  amendments  m 
the  !»lst  Congress,  be  printed  at  the  conclusion  ox  my  remarks:  De- 
tailed explanations  of  the  amendments  to  sections  261  and  2.1;  a 
detailed  explanation  of  the  amendment  to  section  301 ;  that  section 
of  the  Report  of  the  President's  Commission  on  the  Pateiit  bystem 
dealing  with  reconmiendation  XXII;  a  letter  froin  the  Honorable 
Merl  §ceales,  chairman  of  the  section  of  Patent  Irademark,  and 
Copyright  Law  of  tlie  American  Bar  Association,  discussing  recom- 
mendation XXII;  a  letter  from  the  Honorable  Phdip  G.  Cooper, 
president  of  the  Philadelphia  Patent  Law  xVssociation,  discussing 
k^ommendation  XXII;  a  lengthy  memorandum  prepared  by  the 
Vmerican  Patent  Law  Association  "on  the  need  for  legislative  clari- 
fication of  the  law  relating  to  patent  license  provisions"— smninary 
and  full  memorandum.  . 

In  addition,  I  request  that  the  following  articles  clealmg  Avith 
amendment  Xo.  23  be  made  part  of  the  hearing  record:  A  Pnilos- 
ophv  on  the  Protections  Afforded  by  Patent,  Trademark,  Copyright, 
and  Unfair  Competition  Law:  The  Sources  and  Xature  of  Product 
Simulation  Law,"  by  Tom  Arnold,  reprinted  from  The  Trademark 
Reporter:  ''Paintonx.  Bourns,  The  Progeny  of  Lear  v.  Adk2ns :  A 
Commentarv  on  Know-how  Law  and  Practice,"  by  Tom.  Arnold  and 
Jack  Goldstein  in  Trade  Secrets  Todav,  Practising  Law  Institute; 
"Life  Under  Lear,"  by  Tom  Arnold  and  Jack  Goldstein,  Texas  Law 
Review,  Xovember  1970,  vol.  48,  Xo.  T. 

I  thank  you  very  much,  ]Mr.  Chairman. 

(Material  referred  to  follows:) 

[From  the  Congressional  Record] 

Re  Sections  261  and  271  (Recommendation  XXII) 

The  amendments  proposed  to  Sections  261  and  271  of  S.  2756  are  intended 
Iirimarilv  to  implement  Recommendation  XXII  of  the  Report  of  the  President's 
Commission  on  the  Patent  System.  The  net  effect  of  those  amendments,  with 
regard  to  patents  or  applications  for  patent,  would  be  to : 

A.  Re-arrange  Section  261(b)  to  malje  clear,  in  the  first  paragraph,  a  patent 
(or  a  patent  application)  owner's  right  to  assign  or  license  his  patent  (or  appli- 
cation) exclusively,  and  in  the  second  paragraph  to  limit  the  license  to: 
(1)  si>ecified  fields  of  use  covered  by  the  patent  (or  application),  (2)  specified 
geographical  territories,  (.3)  exclusive  or  non-exclusive  practice  of  the  invention, 
and/or  (4)  any  desired  number  of  licenses  as  he  may  please. 

B.  Add  new  subparagraph  261(e)  so  as  to  specify  that  an  assignor  cannot 
challenge  the  validity  of  the  patent  he  has  assigned  iinless  he  first  returns  the 
price  paid  and  bases  his  attack  on  grounds  not  available  at  the  time  of  the 
assignment 

C.  .\dd  a  new  subparagraph  261(f)  to  stipulate  that  no  party  to  a  license 
ran  contest  validity  of  a  licensed  patent  unless  he  (1)  first  surrenders  all  future 
benefit.s  and  (2)  then  or  thereafter  settles  all  past  obligations  due  under  the 
llcen.se. 

D.  Add  new  Section  271  (f1  and  271(g)  to  provide  a  statutory  basis  for  the 
folloM-ing  licensing  practices,  as  follows  : 

(f)  n)  the  grjintiiig  or  prohibiting  of  certain  fields  of  use  of  the  (patented) 
Invention,  and  iHM-mitting  or  prohibiting  one  or  more  of  the  primary  functions 
of  the  patent,  namely  the  right  to  exclude  others  from  making,  using  or  selling 
the  (pat«'nte<l)  invention. 

^2)  th<'  irnintinir  <>f  a  license  which  contains  a  provi.sion  excluding  or  re.sti'ict- 
ing  any  conduct  reasonable  under  the  circumstances. 

(li)  (1)  the  gmiiting  of  non-exclusive  cross  licenses  and  the  granting  of  a 
license  cont.'iining  a  provision  recjniring  the  grant  back  of  a  non-exclusive  license 
under  improvement-'^  on  the  licensed  invention. 


(2)   the  granting  of  a  license  wliicli  requires  a  royalty  fee  or  price: 

(i)   of  any  amount,  however  paid,  on  any  desired  royalty  base; 

(ii)   computed  on  any  basis  convenient  to  the  parties; 

(iii)  covers  a  single  patent  or  a  single  package  consisting  of  a  multiple 
nxunber  of  patents ;  or 

(iv)   which  differs  from  that  agreed  to  with  other  parties. 

Section  271(f)  (1)  would  make  it  just  as  legal  to  license  less  than  all  of  the 
right  to  exclude  others  from  making,  using  and  selling  the  subject  matter 
patented  (35  USO  154)  as  it  is  to  license  the  entirety  of  the  right.  It  would 
assure  continued  freedom  of  the  patent  owner  to  license  for  a  term  less  than 
the  remaining  term  of  the  patent,  license  to  make  and  use  without  licensing 
sale,  license  to  make  use  and  sell  in  specified  sizes  or  for  specified  purposes  or 
fields,  etc. 

The  Supreme  Court  sustained  a  limited  field  license  in  General  Talking 
Pictures  v.  Western  ElcGtric  Co.,  Inc.,  305  U.S.  124  (1938).  Other  decisions  on 
the  subject  are  collected  in  Oppenheim,  Federal  Antitrust  Laws  (19GS).  pp. 
706-8.  In  Atlas  Imperial  Diesel  Engine  Co.  v.  Lanova  Corporation,  79  Fed.  Supp. 
1002  (D.  Del..  1948),  the  court  .sustained  a  license  to  a  patent  to  engines  which 
was  limited  to  a  specified  maximum  size. 

Limited  licenses  have,  at  least  imtil  recently,  been  considered  legal  in  the 
same  respect  as  unlimited  licenses.  They  are  useful  in  many  situations.  For 
example,  the  Government  takes  at  least  a  license  to  make,  have  made,  and  use 
for  Government  purposes  in  connection  with  inventions  made  during  the  course 
of  Government  financed  research.  Many  antitrust  decrees  provide  for  compul- 
sory licenses  under  all  the  patents  of  the  defendant  for  certain  limited  purpo-ses 
such  as  "to  make  use  and  vend  lamps,  lamp  parts  or  lamp  machinery".  U.S.  v. 
General  Electric  Co.,  115  F.Supp.  835,  848  (D.N. J.,  1953). 

Under  the  proposed  statute  there  would  be  no  inquiry  as  to  the  "reasonable- 
ness" of  the  particular  portion  of  the  total  patent  right  to  exclude  that  is  offered 
for  license  or  is  licensed — any  more  than  there  is  inquiry  as  to  the  "reasonable- 
ness" of  the  price  a  patent  owner  proposes  to  charge  or  charges  for  a  license  or 
whether  a  refusal  to  license  at  all  is  "reasonable". 

The  proposed  language  would  not  make  legal  those  contracts  or  combinations 
that  go  beyond  the  grant  of  a  limited  license  and  restrain  trade.  Conduct  such 
as  occurred  in  Eartford-Empire  Co.  v.  U.S.,  323  U.S.  386  (1945),  where  limited 
licenses  were  part  of  an  overall  combination  to  restrain  trade,  would  continue 
to  be  illegal. 

Section  271(f)(2)  woxild  continiie  the  right  of  the  patentee  to  inch;de  in 
licenses  such  reasonable  terms  as  are  necessary  to  secure  the  full  benefit  of  the 
invention  and  patent  grant.  For  example,  35  USC  287  provides  for  a  limitation 
on  recoverable  damages  for  patent  infringement  unless  certain  notice  is  on  the 
patented  articles.  Under  the  proposed  language  a  license  requirement  to  this 
end  would  be  legal.  Similarly,  a  common  form  of  license  royalty  is  a  percentage 
of  the  sales  price.  To  secure  the  full  benefit  of  the  invention  and  patent  grant 
with  such  license  arrangement,  the  patentee  .should  be  entitled  to  receive 
necessary  data  as  to  what  is  sold  by  the  licen.see  so  as  to  determine  that  the 
royalties  are  correctly  paid.  The  proposed  language  would  as.sure  that  such 
provisions  are  free  from  challenge  under  the  antitrust  or  any  other  laws. 

The  proposed  language  would  not  legalize  agreement  provisions  that  are  not 
reasonable  to  secure  the  patent  owner  the  full  benefit  of  the  invention  and 
patent  grant.  For  example,  it  would  still  be  improner  for  a  license  to  require 
that  the  licensee  abstain  from  making  or  selling  products  that  compete  with 
the  natented  product.  See  National  Lockvasher  Co.  v.  George  K.  Garrett  Co.. 
137  F(2d)  255  (3d  Cir.,  1943).  Also,  limitations  on  the  patentee,  such  as  oc- 
curred in  United  States)  v.  Tiesser.  96  Fed.  Sunn.  304  (F.D.  Mich..  1951)  (Aff'd. 
343  U.S.  444  (1952U  and  United  States  v.  Krasnov.  143  Fed.  Supp.  184  (E.  D. 
Pa..  19.56)  (aff'd.  355  U.S.  5  (19-57)).  do  not  .secure  to  the  patent  owner  the  full 
benefit  of  his  invention  and  patent  right  in  a  reasonable  manner  and  would 
continue  to  be  invalid. 

Section  271(g)  deals  with  a  number  of  common  arrangements  that  up  to  now 
have  been  considered  generally  legal  but  have  been  recently  questioned  to  at 
least  some  degree. 

Paragraph  (g)  (2)  (i)  continues  the  present  law  that  the  amount  of  royalties 
a  nonexclusive  license  back.  If  the  patentee  is  to  grant  a  license  it  is  only 
equitable  that  the  licensee  be  prepared  to  reciprocate.  This  consideration  had 
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led  the  courts  to  approve  nonexclusive  grantbacks  even  in  antitrust  decrees 
rendered  after  proven  violations  of  the  Sherman  Act.  See,  e.g.,  Vmted  States  v. 
.Vrtnonfl/Lcfld,  332  U.S.  319.  359  (1947).  .     ^  ,^.. 

Paragraph  (g)  (2)  (i)  continues  the  present  law  that  the  amount  of  royalties 
i^  piirelv  a  matter  of  private  bargaining.  In  American  Photocopy  v.  Rovico,  Inc., 
3r)<J  F(2d)  745  (7th  Cir.,  19),  the  court  held,  in  overruling  a  preliminary  injunc- 
tion, that  excessive  royalties  were  a  patent  misuse  and  antitrust  violation. 
\fte'r  trial  on  the  merits  it  was  concluded  that  there  was  no  misu.se.  257  Fed. 
Supi..  192  (N.D.  111.,  1966)  and  384  F(2d)  812  (7th  Cir.,  1967.)  While  the 
effects  of  this  decision  are  now  largely  dissipated,  it  is  believed  appropriate 
to  have  a  statutorv  provision  that  will  avoid  future  such  holding.s. 

I'ara^raph  (g)  (2)  (ii)  continues  the  present  law  that  consideration  need 
not'be^neasured  bv  the  extent  of  use  of  the  patented  invention.  Minimum 
royalties  for  exami)le,  are  a  proper  nad  very  useful  way  to  handle  licen.se 
fees  Although  such  rovalties  were  specifically  held  valid  in  Aufomatic  Radio 
Mfff.  Co.  V.  EazcUine  Research,  339  U.S.  827  (1950),  questions  have  been 
rallied  and  the  matter  is  believed  best  clarified  by  statute. 

Paragraph  (g)  (2)  (iii)  makes  it  clear  that  the  principle  of  paragraph 
(g)'(2)(ii)  applies  to  the  analogous  case  where  an  arrangement  involves  a 
plurality  of  patents  or  patent  claims  and  the  royalty  charge  is  not  segregated 
as  to  anv  particular  patent  or  patent  claim. 

Paragraph  (g)  (2)  (iv)  deals  with  differing  royalty  fees  or  purchase  price 
figures.  In  LaPeyre  v.  FTC,  366  F(2d)  117  (5th  Cir..  1966),  and  a  number  of 
other  cases  involving  the  same  facts,  dissimilar  royalty  rates  were  found  to 
offend  Section  5  of  the  Federal  Trade  Commission  Act  or  the  Sherman  Act. 
These  ca.ses  rest  on  an  exceptional  fact  situation  not  likely  to  be  repeated. 
Paragraph  (g)  (2)  (iv)  would  make  certain  that  the  LaPeyre  and  companion 
cases  are  limited  to  their  particular  facts.  A  patent  owner  is  not  and  should 
not  be  in  the  position  of  a  public  utility.  The  Congress  has  consistently  and 
properly  refused  to  enact  compulsory  licensing  statutes.  An  endless  number  of 
considerations  affect  the  royalty  rate  or  purchase  price  to  be  arrived  at  as  a 
matter  of  private  l)argaining,  including  the  particular  field  of  use  by  the 
licensee,  the  licensee's  sales  volume,  the  extent  the  licensee  grants  a  license 
back,  and  many  others.  Paragraph  (g)  (2)  (iv)  assures  that  this  bargaining 
can  continue. 

Re  Section  301 

There  is  at  present  in  S.  2756  a  Section  301  which  sets  forth  the  traditional 
])rovisions  that  the  Federal  patent  laws  do  not  preempt  contractual  or  other 
rights  or  obligations  not  in  the  nature  of  patent  rights,  imposed  by  State  or 
Federal  law  on  particular  parties  in  connection  with  inventions  or  discoveries, 
whether  or  not  subject  to  the  Federal  patent  statutes.  In  view  of  recent  judi- 
cial decisions  which  cast  a  shadow  of  doubt  on  the  propriety  of  entering  into 
contracts  for  the  protection  of  trade  secrets,  technical  know-liow.  and  the  like, 
and  which  suggest  that  such  private  contracts  are  preempted  by  the  patent 
laws,  it  is  recommended  that  this  point  be  legislatively  clarified  by  rewording 
Section  301  along  the  following  lines  : 

This  title  .shall  not  be  con.strued  to  preempt,  or  otherwi.se  affect  in  any 
manner,  rights  or  obligations  not  expressly  arising  by  operation  of  this  title 
whether  arising  l>y  operation  of  state  or  federal  law  of  contracts,  of  confidential 
fir  proprietary  information,  or  trade  secrets,  of  unfair  competition  or  of  other 
nature. 

In  the  ab.sence  of  such  a  provision  in  the  statutes  it  may  be  pre.sumed  that 
any  body  of  technical  knowledge,  which  by  its  very  nature  normally  would 
constitute  patentalile  subject  matter,  would  be  sul)ject  to  ajiplication  of  the 
federal  j)atent  laws.  P.ut  this  would  be  unfair  and  iinreasonal)Ie  if  the  sub- 
ject matter  consisted  of  information  that  is  available  in  the  prior  art  or  which. 
no  matter  how  valuable  it  may  be  commercially,  lacks  the  element  of  un- 
obviousness required  for  it  to  be  eligible  for  jiatent  protection  (e.g.  a  litera- 
ture study  to  determine  from  the  prior  art  the  best  process  route  to  a  certain 
item  rif  inaimfacture.  and  a  plant  design  based  thereon;  a  computer  program 
based  uyinn  i)reexisting  know-how:  exact  product  simulation  of  form,  color, 
size.  etc.).  In  the  al)spnce  of  jirotection  for  such  subject  matter  in  the  patent 
laws  there  is.  nonetheless,  a  critical  need  for  protection  that  should  be  avail- 


able  through  the  private  law  of  contracts  or  the  law  of  torts.  Section  301  will 
fulfill  that  need  and  assure  that  the  patent  laws  are  not  improperly  applied 
so  as  to  exclude  such  protection  in  situations  where  contract  or  tort  law  is 
indicated. 

The  need  for  Section  301  is  important  to  the  independent  or  relatively  small 
researcher  or  developer  of  technical  know-how  and  to  large  companies  as  well. 
At  anv  level  of  operations  the  property  rights  which  may  be  affected  by  that 
provision  are  of  tremendous  importance  in  the  development  and  use  of  American 
technology.  For  example,  a  common  occurrence  are  agreements  entered  into 
between  domestic  and  foreign  entities  which  involve,  among  other  things,  the 
transfer  of  technological  information — important  details  of  a  process  or  product 
for  which  the  recipient  is  willing  to  pay  substantial  sums  of  money.  In  1968 
the  United  States'  technological  balance  of  payments  for  agreements  to  ex- 
change such  technical  information  credited  our  country  with  li/o  billion  dollars. 
In  the  absence  of  a  law  such  as  Section  301  provides  such  technical  agree- 
ments might  be  outlawed  as  being  preempted  by  the  patent  statutes.  But  the 
patent  laws  would  afford  insufficient  protection  for  the  subjects  of  those  agTee- 
nients  as  they  may  consist  almost  exclusively  of  non-patentable  technical 
know-how.  Thus,  the  net  effect  would  be  to  put  an  end  to  the  exchange  of 
information  and  payments  therefor  now  represented  by  those  agreements,  for 
in  the  absence  of  adequate  protection  few  persons  or  companies  would  want  to 
chance  disclosing  their  know-how  and  few  would  want  to  pay  for  acquiring 
know-how  that  anyone  may  duplicate  with  impunity. 


Report  of  the  President's  Commission  on  The  Patent  System 


The  licen.sable  nature  of  the  rights  granted  by  a  patent  should  be  clarified 
by  specifically  stating  in  the  patent  statute  that:  (1)  applications  for  patents, 
patents,  or  any  interests  therein  may  be  licensed  in  the  whole,  or  in  any  spe- 
cified part,  of  the  field  of  use  to  which  the  subject  matter  of  the  claims  of  the 
patent  are  directly  applicable,  and  (2)  a  patent  owner  shall  not  be  deemed 
guilty  of  patent  mi.suse  merely  because  he  agreed  to  a  contractual-  provision  or 
imposed  a  condition  on  a  licensee,  which  has  (a)  a  direct  relation  to  the  dis- 
closure and  claims  of  the  patent,  and  (b)  the  performance  of  which  is  reason- 
able under  the  circumstances  to  secure  to  the  patent  owner  the  full  benefit  of 
his  invention  and  patent  grant.  This  recommendation  is  intended  to  make  clear 
that  the  "rule  of  reason"  shall  constitute  the  guideline  for  determining  patent 
mi.suse. 

There  is  no  doubt,  in  the  opinion  of  the  Commission,  of  importance  to  the 
U.S.  economy  of  both  the  U.S.  patent  system  and  the  antitrust  laws.  Each  is 
essential  and  each  serves  its  own  purpose  within  the  framework  of  our  eco- 
nomic structure.  However,  conflicts  between  the  two  have  arisen.  But  this  does 
not  mean  that  the  two  systems  are  mutually  exclusive,  that  a  strong  patent 
system  is  a  threat  to  the  antitrust  laws,  or  that  the  latter  cannot  be  effectively 
enforced  so  long  as  a  patent  system  grants  limited  monopolies. 

On  the  contrary,  the  two  systems  are  fully  compatible,  one  checking  and 
preventing  undesirable  monopolistic  power  and  the  other  encouraging  and 
promoting  certain  limited  beneficial  monopolies.  In  this  way,  each  may  easily 
achieve  its  objectives  in  a  strong  economy. 

The  Commission,  therefore,  does  not  favor  any  proposal  which  would  weaken 
the  enforcement  of  the  antitrust  laws  or  which  would  curtail  in  any  way  the 
jiower  of  the  courts  to  deny  relief  to  a  patent  owner  misusing  the  patent  he 
seeks  to  enforce.  However,  uncertainty  exists  as  to  the  precise  nature  of  the 
natent  right  and  there  is  no  clear  definition  of  the  patent  misuse  rule.  This 
has  produced  confusion  in  the  public  mind  and  a  reluctance  by  patent  owners 
nnd  others  to  enter  into  contracts  or  other  arrangements  pertaining  to  patents 
or  related  licenses. 

No  useful  purpose  would  be  served  by  codifying  the  many  decisions  dealing 
with  patent  misuse  into  a  set  of  rules  or  definitions  permitting  or  denying 
enforceability  of  patents  in  given  circumstances.  The  risk  of  unenforceability 
is  too  great  and  such  a  codification  is  wholly  unnecessary.  All  that  the  Commis- 
sion believes  to  be  required  is  explicit  statutory  language  defining,   for  the 
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i.urno^e  of  assignments  and  licenses,  the  nature  of  the  patent  grant  heretofore 
recognized  under  the  patent  statute  or  by  decisional  law.  This  is,  the  right  to 
exclude  others  from  making,  using  and  selling  the  patented  invention. 

The  mere  exercise,  conveyance  or  license  of  these  conferred  rights  should 
not  in  it'=;olf  constitute  misuse  of  a  patent.  A  patent  owner  should  not  be  denied 
relief  against  infringers  because  he  either  refused  to  grant  a  license  or  be- 
cause ho  lias  exorcised,  transferred  or  licensed  any  of  the  conferred  patent 
rights  himself.  This  should  not  include  immunity  of  even  these  conferred  patent 
rights  from  the  antitrust  laws  when  the  patent  owner  becomes  involved  in  a 
conspiracy  to  restrain  or  monopolize  commerce,  or  when  the  patent  is  itself 
used  as  an  instrument  for  unreasonably  restraining  trade. 

There  are  also  a  number  of  conditions  and  provisions  long  associated  with 
the  transfer  or  license  of  rights  under  patents  which  must  be  distinguished 
from  the  exclusive  right  to  make,  use  and  sell  conferred  by  the  patent  grant. 
-Vmoug  these  are  improvement  grant-backs,  cross  licenses,  package  licenses, 
patent  pools,  no  contest  clau.ses,  and  many  others  which  are  simply  matters  of 
private  contract,  ancillary  to  the  conveyance  or  license  of  a  patent  right.  As 
such,  these  conditions  and  provisions  must  be  judged,  along  with  other  purely 
commercial  practices,  under  the  antitrust  laws  and  the  patent  misuse  doctrine. 
The  Commission  does  not  recommend  immunization  of  any  of  these  other  pro- 
visions or  conditions  from  either  the  antitrust  laws  or  the  application  of  the 
mi.su.se  rule. 

This  recommendation  also  makes  it  clear  that  a  patent  may  not  be  used  to 
control  commerce  in  .subject  matter  beyond  the  scope  of  the  patent.  For  ex- 
ample, it  could  not  be  considered  "reasonably  necessary"  to  secure  full  benefit 
to  the  owner  of  a  machine  patent  that  he  attempt  to  control  any  of  the  com- 
merce in  an  unpatented  raw  material  to  be  used  in  the  machine.  Neither 
could  it  be  held  that  such  an  attempt  had  a  direct  relation  to  the  machine 
claims  in  his  patent.  By  the  same  standards,  the  patent  owner  could  not  con- 
trol commerce  in  one  of  the  unpatented  elements  of  his  combination  invention 
where  his  claims  are  to  the  whole  combination. 

American  Bar  Association, 
Chicago,  III.,  November  5,  1970. 

Re :  S.  27o(i  For  the  general  revision  of  the  patent  laws. 
Hon.  John  L.  ^McClellan, 

Chairman.  Suhcommittee  on  Patentt,   Trademarks,  and  Copyrights,  Judiciary 
Cowmittcc.  U.S.  Senate,  Washington,  D.C. 

Dear  Senator  McClellan  :  As  Chairman  of  the  Patent,  Trademark  &  Copy- 
right Section  of  the  American  Bar  Association,  I  am  enclosing  a  brief  prepared 
by  membors  of  our  Section  which  illustrates  why  it  is  of  the  utmost  importance 
to  include  Recommendation  XXII  of  the  President's  Commission  on  the  Patents 
System  as  a  Section  of  the  above  bill  or  in  any  revision  thereof.  The  brief  sets 
forth  legislative  language  which  paraphrases  Recommendation  XXII.  and  this 
language  has  been  approved  by  our  Section  and  the  House  of  Delegates  of  the 
American  Bar  A.'j.sociation. 

The  executive  branch  of  the  government,  as  represented  by  the  Department 
of  .Tustice  and  the  .Judicial  branch  in  decisions  by  the  Courts  involving  both 
private  litigation  and  litigation  in  which  the  Department  of  Justice  has  been 
involved,  have  created  groat  uncertainty  in  the  law  with  respect  to  patent 
licen^ins:  We  submit  that  the  legislative  branch  should  now  take  the  lead, 
fortified  as  it  is,  by  Recommendation  XXII  of  the  Presidential  Commission  to 
provide  a  statutory  expression  of  a  standard  to  aid  business  men,  private 
inventors  and  the  general  public  in  the  patent  licensing  area. 

We  have,  of  course,  noted  the  position  of  the  Department  of  .Tustice,  as 
Indicated  in  a  letter  to  yon  from  assistant  Attorney  General  McLaren,  which 
nt)t)eared  in  the  Congressional  Record.  It  should  not  be  left  to  the  .Justice 
Depfirtmcnt  to  establish  the  law  of  patent  licensing  case  by  case,  as  proposed 
by  Mr.  McLaren.  This  would  be  an  abdication  in  this  area  of  the  rights  and 
duties  of  the  legislative  branch. 

TJie  difficulty  with  the  reasoning  of  the  .Justice  Department  is  that  it  always 
has  Its  sishts  set  on  the  big  company.  It  completely  overlooks  "the  little  man 
from  Little  Rock."  There  are  many  individuals  and  small  companies  who  have 
t>a1ents.  and  often  the  best  and  only  way  for  them  to  benefit  from  the  patent 


9 

system  is  to  license  their  patents.  Very  few  companies,  for  example,  would  take 
a  non-exclusive  license  from  an  individual,  since  in  practically  all  cases,  the 
licensee  company  must  spend  several  hundred  thousand  dollars  to  redesign  and 
test  the  product  to  meet  the  commercial  demands  of  the  market.  This  a  com- 
pany is  not  willing  to  do  if  competitors  are  also  licensed,  particularly  upon 
the  same  terms  and  in  the  .same  field  of  use. 

A  statutory  provision  defining  the  metes  and  bounds  of  patent  licensing  such 
asis  proposed  in  the  attached  brief,  would  protect  these  little  men  by  providing 
guidelines  under  which  they  can  operate.  The  big  company  can  survive  under 
the  approach  proposed  by  the  Justice  Department.  The  little  man  cannot,  and 
he   needs   a   statutory   mandate   under   which   he   can   be   advised   that   he   is 

proceeding  legally.  ,         ^  .     ..,        ^*.     v,  ^ 

We  could  have  included  numerous  other  examples  of  cases  m  the  attached 
brief  where  the  decisions  of  the  Courts  have  left  the  law  of  patent  licensing 
in  a  confused  state.  However,  we  appreciate  that  your  time  and  that  of  your 
committee  is  limited  and  believe  our  short  brief  clearly  illustrates  the  prob- 
lem and  points  up  the  necessity  for  legislation  in  the  patent  licensing  field. 
I  trust  the  enclosed  will  be  of  help  to  you. 

Meel  Sceales, 

Cfiainnan. 

A  Need  Exists  for  Additional  Statutory  Provisions  in 
Proposed  Patent  Reform  Legislation 

i.  introduction 

There  is  much  uncertainty  in  the  law  of  patent  licensing  and  legislative 
clarification  is  needed.  The  confusion  in  this  area  of  the  law  was  noted  by  the 
President's  Commission  on  the  Patent  System  which  reported: 

*  *  *  uncertainty  exists  as  to  the  precise  nature  of  the  patent  right.   *  *  * 

This  has  produced  confusion  in  the  public  mind  and  a  reluctance  by  patent 
owuer.s  and  others  to  enter  into  contracts  or  other  arrangements  pertaining 
to  patents  or  related  licenses.^ 

As  a  suggestion  for  reducing  the  confusion  and  bringing  some  certainty  to 
the  law  of  patent  licensing,  the  President's  Commission  oifered  Recommendation 
XXII  which  stated : 

The  licensable  nature  of  the  rights  granted  by  a  patent  should  be  clarified  by 
specifically  stating  in  the  patent  statute  that:  (1)  applications  for  patents, 
patents,  or  any  interests  therein  may  be  licensed  in  the  whole,  or  in  any  speci- 
fied part,  of  the  field  of  use  to  which  the  subject  matter  of  the  claims  of  the 
patent  are  directly  applicable,  and  (2)  a  patent  owner  shall  not  be  deemed 
guilty  of  patent  misuse  merely  because  he  agreed  to  a  contractual  provision  or 
impose<l  a  condition  on  a  licensee,  which  has  (a)  a  direct  relation  to  the  dis- 
closure and  claims  of  the  patent,  and  (b)  the  performance  of  which  is  reason- 
able under  the  circiunstances  to  secure  to  the  patent  owner  the  full  benefit  of 
his  invention  and  patent  grant.  This  recommendation  is  intended  to  make  clear 
that  the  "rule  of  reason"  shall  constitute  the  guideline  for  determining  patent 
misuse.^ 

Recommendation  XXII  was  translated  into  proposed  legislation  as  Section 
203  of  the  Dirksen  bill  S.  2597  (90th  Congress).  Section  263  of  the  Dirksen 
bill,  which  Section  has  been  approved  by  the  American  Bar  Association,^  states : 

263.  Transferable  nature  of  patent  rights 

(a)  Applications  for  patent,  patents,  or  any  interests  therein  may  be  licensed 
in  any  specified  territory,  in  the  whole,  or  in  any  specified  part,  of  the  field  of 
use  to  which  the  subject  matter  of  the  claims  of  the  patent  are  directly  applica- 
ble, and 

(b)  A  patent  owner  shall  not  be  deemed  guilty  of  patent  misuse  because  he 
agreed  to  contractual  provisions  or  imposed  conditions  on  a  licensee  or  an 
assignee  which  have : 

(1)  A  direct  relation  to  the  disclosure  and  claims  of  the  patent,  and 

(2)  The  performance  of  which  is  reasonable  under  the  circumstances  to  se- 
cure to  the  patent  owner  the  full  benefit  of  his  invention  and  patent  grant. 


1  Report  of  thp  President's  Commission  on  the  Patent  System,  U.S.  Government  Printing 
Office  (1066).  p.  .37. 

2  Id  at  p.  .36. 

'Congressional  Record — Senate,  OOtli  Congress,  p.  S15474  (1967). 


10 


(,.)  In  determining  the  reasonableness  of  such  provisions  or  conditions 
under  lUs  ^^Sion  th^e  courts  shall,  in  each  case  consider  all  factors  involved 
"1  tlu-  exj.loituti.Mi  of  the  patented  invention  and  the  economic  effect  of  such 

'•'■i;'"mn.rrer.;rpalent  reform  legislation,  McClellan  S.  2756  (91st  Congress) 
does  not.  however,  include  a  provision  like  Section  263. 

iither  Section  2t;3  of  Dirksou  S.  2597  (90th  Congress)  or  a  similar  sectirm 
is  needed  in  patent  reform  legislation  to  encourage  the  licensing  of  patents 
by  rendering  more  certain  the  law  governing  such  transactions. 

II.    EEI'RESEx\TATIVE  PROBLEM  AREAS 

Some  of  the  principal  areas  where  the  law  relating  to  patent  licensing  is 
uncertain  are-  "field-of-use"  licensing,  royalty  collection  following  patent  ex- 
piration, i)ackage  licensing,  nonexclusive  licenses  containing  differing  royalty 
rates,  gi-aut-back  covenants,  and  setting  of  royalty  rates. 

A.  "Field-of-use"  licenses 

Tliere  is  present  confusion  in  the  law  as  to  whether  or  not  a  patent  owner 
ni'iv  limit  the  licen.sed  u.se  of  his  invention  to  a  designated  apparatus,  process 
or  field  of  business  activity.  More  particularly,  while  it  has  been  believed  since 
the  193S  decision  of  the  Supreme  Court  in  General  Talking  Pictures  Corp.  v. 
Western  Electric  Co.*  that  a  patent  owner  can  limit  his  license  under  tlie  inven- 
tion to  a  particular  field  (such  limitation  commonly  being  referred  to  as  a  "field- 
of-use"  limitation)  it  now  ajjpears  that  the  Department  of  Justice  plans  to 
eliallenge  the  lesalitv  of  "field-of-use"  licenses  in  certain  instances  where  they 
are  issiu'd  to  a  jilurality  of  licensees.^  Patent  owners  are  thus  placed  on  the 
horns  of  a  dilemma  in  as  much  as  they  cannot  with  any  certainty  grant  "field- 
of-use"  licenses.  To  grant  such  licenses  would  be  to  invite  an  action  from  the 
Justice  Department. 

B.  Collections  of  patent  royalties  following  patent  expiration 

\  further  area  of  concern  to  patent  owners  involves  the  legality  of  charging 
a  royalty  the  payment  of  which  is  to  be  spread  over  a  term  of  years  which 
exceetls  the  life  of  the  licensed  patent. 

In  1964  the  Supreme  Court  in  Brulotte  v.  Thys  Co."  held  that  a  license  of 
a  single  patent  which  required  payment  of  royalties  for  a  period  beyond  the 
exfiiration  date  of  the  patent  was  an  unlawful  extension  of  the  patent  monopoly 
and  therefore  a  misuse  of  the  patent. 

In  19()9  the  Supreme  Court  in  discussing  the  Brulotte  case  has  stated : 

RtH-fignizing  that  the  patentee  could  lawfully  charge  a  royalty  for  practicing  a 
patented  invention  prior  to  its  expiration  date  and  that  the  payment  of  this 
royalty  could  be  postponed  beyond  that  time,  we  noted  that  the  post-expiration 
royalties  were  not  for  prior  use  but  for  current  use,  and  were  nothing  less  than 
an  effort  by  the  patentee  to  extend  the  monopoly  beyond  that  granted  by  law.'' 

This  is  confusing  and  statutory  clarificaton  is  needed. 

r.  Package  licensing 

The  problem  of  post-expiration  royalties  discussed  in  Section  II  B  is  also 
of  concern  in  the  licensing  of  several  patents  to  a  single  licensee  (such  licenses 
being  commonly  referred  to  as  "package"  licen.ses).  Patent  owners  are  pre- 
sented, in  view  of  the  Supreme  Court  decisions,  with  the  problem  of  deter- 
mining wliether  a  package  license  is  unenforceable  if  the  royalty  provision 
does  not  jirovide  for  a  decrease  in  the  royalty  rate  should  any  of  the  licensed 
patents  exidre  during  the  life  of  the  licen.se  agreement.  The  practice  of  charg- 
ing a  royalty  rate  wliich  does  not  diminish  during  the  life  of  the  agreement. 
even  thougli  some  of  the  licensed  patents  may  expire,  was  early  approved  in 
Aiitoiiintir   Rntlio    Co.    v.   Ila-^cltiiir    Rr.'^rarch    Co.^  Apparently   this  practice   is 


'  .^o.".  U.S.  124.  r.o  s.Ct  iir,  (in.-'.s). 

'^  .\(I(ln'ss  1>.\:  Rlohanl  W.  ^fcLaron.  PTC  Uoso.nnli  Institute  of  Geortro  W.Tshintrton  Uni- 
vrrslt.v  Miinc  .''i.  inr,?n.  Ifil  TT.S.P.Q.  No.  11.  p.  TT  ;  nnri  arldross  bv  Kolaiul  W.' Donnpm. 
MIcliltrnn  Stati-  Bar  Convontion.  Trade  Regulation  Report  (October  7,  1909)  pp.  A-4 
nn'l    A    ."i. 

«:i7!t  T-  S.  29.  Sr.  S.Ct.  17fi  (1964). 

">  Zniith  Ifadio  Corporation  v.  JTaseltine  Research,  Inc.,  U.S.  .   89  S.Ct.  1562 

at  ir.X.3  (1969). 

•.1.19  U.S.  fi27.  70  S.Ct.  894  (1950). 
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still  permitted  in  the  tenth  circuit,  as  evidenced  by  ^Vell  Surveys,  Inc.  v.  Pcrfo- 
Log,  Inc."  while  it  is  in  trouble  in  the  third  circuit.  More  particularly,  the 
third  circuit  in  American  ;S(citrity  Co.  v.  ShatteriJioof  G/fl.s-.s-  CoriJ.^"  2(J8  F.2d 
769  (3d  Cir.  1959)  found  patent  misuse  in  a  license  clause  which  continued  the 
full  royalty  rate  "to  the  expiration  of  the  last  to  expire  of  any"  "  of  the  patents 
licensed  under  the  agreement.  The  confusion  is  further  amplified  by  a  state- 
ment in  majority  opinion  of  the  Brulotte  case,  supra,  which  distinguished  the 
Hazeltine  case,  supra,  by  pointing  out  that  not  all  of  the  patents  involved  in 
the  Hazeltine  case  were  to  expire  during  the  period  of  royalties.  Further,  as 
was  pointed  out  in  a  footnote  to  the  majority  opinion  in  the  Brulotte  decision, 
the  review  petition  filed  in  the  Hazeltine  case :  did  not  *  *  *  raise  the  question 
of  the  effect  of  the  expiration  of  any  of  the  patents  on  the  royalty  agreements.'" 
Statutory  clarification  is  needed. 

D.  Nonexclusive  licenses  containing  (Ufferi7ig  royalty  rates 

Recent  decisions  have  held  that  the  owner  of  a  patent  could  not  charge  dif- 
ferent royalty  rates  to  licensees  under  the  same  patent."  Because  of  these  de- 
cisions there' is  doubt  as  to  the  legality  not  only  of  a  patent  owner  charging 
different  royalty  rates  in  situations  where  licensees  are  involved  in  the  same 
••field-of-use"  but  also  in  those  situations  where  the  licensees  are  involved  in 
different  ••field-of-use." 

Clarification  on  the  law  with  regard  to  the  setting  of  differing  royalty  rates 
for  licensees  of  the  same  patent  is  needed. 

E.  G-rant-hack  covenants 

While  it  has  been  believed  that  a  "grant-back"  provision  in  a  patent  license 
(.such  a  provision  being  one  which  requires  that  the  licensee  assign  or  license 
back  to  the  licensor  any  patent  or  improvement  in  the  products  or  the  processes 
of  the  licensed  patent)  is  a  legal  and  valid  provision  under  the  doctrine  an- 
nounced in  Transparent -W7-ap  MacMne  Corp.  v.  Stokes  d  Smith  Co.,^*  at  least 
as  long  as  such  grant-back  provisions  were  not  linked  with  any  other  anti- 
competitive activity,"  it  now  appears  that  the  Justice  Department  contemplates 
challenging  license  agreements  containing  particular  types  of  grant-back 
clau-ses.^"  In  order  to  have  any  certainty  as  to  whether  or  not  such  provisions 
may  be  lawfully  included  in  license  agreements,  statutory  clarification  of  the 
legality  of  such  provisions  is  needed. 

F.  Royalties 

The  law  is  also  unclear  as  to  the  extent  to  which  the  patent  owner  and  his 
licensee  are  free  to  set  a  mutually  agreeable  royalty  rate.  Particularly,  while 
the  Supreme  Court  in  the  Brulotte  case"  noted  that  a  patent  empowers  the 
owner  to  exact  royalties  as  high  as  he  can  negotiate  with  the  leverage  of  that 
patent,  the  recent  ca.se  of  American  Photocopy  Equipment  Co.  v.  Rovico^^  held 
that  a  patent  owner  should  be  denied  a  preliminary  injunction  again.st  infringe- 
ment of  his  patent  because  in  the  court's  opinion  the  patent  had  been  misused 
as  the  royalty  rate  was  exorbitant  and  oppressive.  How  can  an  attorney  advise 
his  client  as  to  whether  or  not  a  royalty  rate  is  exorbitant  and  oppressive? 

Statutory  clarification  is  needed. 

III.    STATUTORY   TREATMEXT    OF    THE    ABOVE    PROBLEMS 

Only  Section  263  of  the  Dirksen  bill  S.  2597  (90th  Congress)  and  the  91st 
Congress'  version  thereof,  S.  1569,  has  treated  any  of  the  problems  discussed 


"?.9f!  F.  2(1  IT)  flOth  Cir.  19fiS),  cert,  (tenied  .^9.S  U.S.  9.51.  See  McCullough  Tool  Co.  v. 
Wen  Survens.  Inc..  .S4.S  F.  2r1  381   (lOtli  Cir.  1965),  cert,  denied  383  U.S.  933. 

"208  F.  2d  769  (3d  Cir.  1959). 

"  Id  at  777. 

12  379  U.S.  at  32. 

'^"  Lnitram  Corp.  v.  Ki7ig  Crnh.  Inc.,  244  F.  Siipp.  9  (D.C.  Alaska  196.51.  motion  for  new 
trial  denied.  245  F.  Supp.  119  (1965)  :  U.S.  v.  United  Shoe  Machinery  Corp..  110  F.  Supp. 
295  (D.C.  >fass.  1953)  :  Peelers  Company  v.  Wendt,  260  F.  Supp.  19.3  fD.C.  Wash.  1966)  ; 
and  Barlyer  A.^phalt  Corp.  v.  La  Fera  Grecco  Contracting  Co.,  116  F.  2d  211,  (3d  Cir. 
1940). 

1'  329  U.S.  637.  67  S.Ct.  610  (1947). 

^^U.S.  V.  General  FAectric.  80  F.  Siipn.  989  (D.C.  N.Y.  1948).  U.S.  v.  General  Electric, 
82  F.  Supp.  753  (D.C.  1940)  :  U.S.  v.  Alcoa.  91  F.  Snpp.  333  (S.D.  N.Y.  1950)  ;  and  Kole, 
Inc.  V.  Dcmpsey  Pump  Co..  198  F.  2d  416  (10th  Cir.  1952). 

"  Address  cited  note  4  supra. 

i"379  U.S.  S27.  70  S.Ct.  804  (1950). 

IS  350  F.  2d  745  (7th  Cir.  1966).  cert,  denied  385  U.S.  846. 
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"TvS  ^  Sr^;eilS^n.oSt^t^::?S  S-as  section  2^ 

"Slo  oitiot  of  t^^^^^  will  most  certainly  be  a  disservice  to  the 

Pate  t  sSten  and  "  .  •  produce  confusion  in  the  public  mind  and  a  reluctance 
latent  by.srem   aim  ^,  .         ^       jnto  contracts  or  other  arrangements 

p-:r/;:;nln'.  ?:pSnL"VSed  n"^^^^^^      as  was  observed  by  the  President's 

'"''SS^'itlSt^^X^^^^n  263  of  the  Dir.sen  bill  S.  2597  (90th 
Congress)  be  incorporated  into  McClellan  bill  S.  2756  (91st  Congress)  and  any 
subsequent  patent  reform  legislation. 

The  Philadelphia  Patent 

Law  Association, 
Philadelphia,  Pa.,  January  28,  1970. 

Hon.  John  L.  McClellan, 
U.S.  Senate, 
Washington,  D.C. 

Dear  Senator  McClellan  :  In  the  belief  that  you  are  m  full  accord  with  the 
statement  in  the  recent  Presidential  Executive  Order  ll,21o  establishing  the 
President's  Commission  on  the  Patent  System  that:  „     ^     .,      ^       ,  . 

"*  *  *  the  patent  system  *  *  *  has  contributed  materially  to  the  development 
of  this  country  by  furthering  increased  productivity,  economic  growth,  and 
an  enhanced  standard  of  living  and  has  strengthened  the  competitiveness  of 
our  protlucts  in  world  markets ;  *  *  *"  .  j..       .         .^- 

The  Board  of  Governors  of  the  Philadelphia  Patent  Law  Association  is  writ- 
ing to  vou  concerning  a  matter  deeply  affecting  this  patent  system. 

The  'consttutional  mandate  granting  to  authors  and  inventors,  for  limited 
times  "the  exclusive  right  to  their  resi^ective  writings  and  discoveries"  was 
made'  with  the  knowledge  that  this  right  would  enhance  the  public  good  by 
encouraging  inventors  to  invent.  Without  the  protection  afforded  by  the  patent 
system  an  invention  could  be  copied  and  the  market  stolen  by  an  unscrupulous 
manufacturer  with  ready  facilities.  AVith  the  patent  system  an  inventor  is  en- 
couraged to  improve  existing  products  to  the  public  benefit.  The  limited  rights  is 
not  monopolistic  at  all.  In  the  words  of  the  late  Mr.  Justice  Roberts : 

"♦  *  *  A  patent  is  not,  accurately  speaking,  a  monopoly.  *  *  *  An  inventor 
deprives  the  public  of  nothing  which  it  enjoyed  before  his  discovery,  but  gives 
something  of  value  to  the  community  by  adding  to  the  sum  of  human  knowl- 
edge *  *  *" 

An  inventor  can  use  the  patent  right  in  several  ways.  He  may  use  it  to 
protect  himself  in  the  manufacture  and  sale  of  the  invention  or  he  can  license 
anotlier  to  do  this  for  him  in  return  for  a  suitable  royalty.  Thus  the  right  to 
grant  licenses  frequently  becomes  the  real  thing  of  value  which  the  inventor 
receives.  To  the  extent  that  his  right  is  unnecessarily  limited,  the  incentive  to 
compete  is  likewise  reduced. 

The  basic  right  of  a  patentee  to  license  his  invention  has  been  guaranteed 
from  the  earliest  times.  Nevertheless,  the  Courts  have,  over  the  years,  succes- 
sively limited  the  scope  of  his  right  to  grant  licenses,  some  of  these  decisions 
finding  tlieir  basis  in  the  Antitrust  laws.  But  each  decision,  the  good  and  the 
bad.  has  been  purchased  at  the  considerable  expense  of  Court  litigation.  The 
law  has  been  written  by  the  Courts  rather  than  by  the  legislature.  As  you  stated 
in  your  siteech  introducing  your  Patent  Bill  S.  2756,  the  Department  of  Justice 
is  urging  a  continuation  of  this  technique  in  the  belief  that  "any  necessary 
development  or  clarification  of  the  law  in  this  area  could  be  obtained  as  a  part 
of  the  Department's  antitrust  enforcement  program." 

Further,  according  to  an  article  which  appeared  in  the  Wall  Street  Journal 
for  Wednesday.  Januay  7,  1970.  the  Justice  Department  has  formed  a  new  staff 
luiit  in  its  Antitrust  Division  to  concentrate  on  cases  "involving  restrictive 
practices  in  t)ie  licensing  of  patents  and  technology."  The  article  continues  to 
point   out   that  "In   recent  months,   the  department  has   filed   antitrust  suits 


'"  Tlip  Rf'pnrt  of  note  1  supra  nt  p.  36. 
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challenging  agreements  not  to  contest  the  validity  of  patents ;  agreements  divid- 
ing sales  or  use  of  territories  for  patented  products,  and  restrictions  on  the 
sale  of  cetain  drugs  in  generic,  or  bulk,  form." 

The  continuing  attempt  to  write  patent  law  in  the  Courts  can  not  only  result 
in  burdening  industry  with  the  cost  of  defending  itself  but  also  the  resulting 
uncertainty  will  discourage  others  from  participating  in  what  has  been  for  many 
years  their  inherent  right.  Today  no  one  in  industry  knows  what  customary 
licensing  procedure  will  next  be  subject  to  attack  or  what  penalties  will  be 
invoked  against  him  for  doing  what  has  been,  for  years,  common  practice.  The 
United  States  Supreme  Court  itself  has  participated  in  this  situation.  In  a 
dissenting  opinion,  the  late  Mr.  Justice  Frankfurter  protested  that  the  Court 
was  repudiating  a  legal  principle  that  "was  woven  into  the  fabric  of  our  law 
and  has  been  part  of  it  for  now  more  than  seventy  years."  (Mercold  v.  Mid- 
Continent.)  There  is  thus  an  urgent  need  for  Congress  to  express  in  clear  and 
unmistakable  terms  the  fair  bounds  and  limits  within  which  industry  may  be 
free  to  operate. 

This  conflict  between  the  patent  system  and  the  antitrust  laws  was  recog- 
nized by  the  President's  Commission  on  the  Patent  System.  Their  report  recog- 
nized tiiat  "the  two  systems  are  fully  compatible",  but  that  "*  *  *  uncertainty 
exists  as  to  the  precise  nature  of  the  patent  right  and  there  is  no  clear  defini- 
tion of  the  patent  misuse  rule."  Recommendation  22  of  the  Report  then 
stated  that  the  licensable  nature  of  patent  rights  should  be  clarified  in  the 
patent  Statute. 

In  view  of  the  urgent  need  presented  by  this  situation,  a  special  Committee 
on  Antitrust  and  Misuse  was  formed  within  the  Philadelphia  Patent  Law  Asso- 
ciation, instructed  to  study  the  entire  situation  and  to  submit  appropriate 
recommendations  to  the  Board  of  Governors.  Many  meetings  have  been  held 
by  the  Committee.  It  has  studied  the  action  taken  and  statements  submitted 
by  other  Patent  Law  Associations.  It  subsequently  submitted  strong  recom- 
mendations to  the  Board  of  Governors  urging  the  Board  to  take  appropriate 
action  to  approve  its  recommendations  and  to  submit  corresponding  views  to 
those  most  concerned  with  the  hope  that  Congress  will,  in  the  revised  patent 
Statute  now  under  consideration,  clarify  the  rights  of  licensors  and  licensees  in 
a  manner  which  will,  for  once  and  for  all,  establish  their  proper  metes  and 
bounds  and  minimize  the  harassment  that  will  necessarily  result  from  legisla- 
tion by  Court  decisions.  Accordingly,  the  Board  of  Governors,  at  a  meeting 
held  on  January  15,  1970  unanimously  adopted  the  following  Resolution : 

Resolved,  that  the  Board  of  Governors  of  the  Philadelphia  Patent  Law 
Association  adopts  the  findings  of  its  Committee  on  Antitrust  and  Misuse  which 
approves  in  principle  the  recommendations  submitted  to  the  Senate  Committee 
by  the  American  Patent  Law  Association  (APLA)  in  regard  to  Recommenda- 
tion No.  22  of  the  President's  Commission. 

A  copy  of  the  proposed  statutory  language  which  has  been  submitted  by  the 
APLA  is  enclosed  for  your  convenience.  We  and  our  Committee  on  Antitrust 
and  Misuse  enthusiastically  endorse  the  recommendation  of  the  APLA  that  a 
provision  of  this  type  be  included  in  the  revised  Patent  Act  for  the  reasons 
outlined  in  this  letter.  Because  of  the  importance  of  this  matter,  our  Com- 
mittee is  continuing  to  study  the  specific  wording  of  the  APLA  proposal.  Should 
we  have  recommendations  to  make  or  any  changes  in  the  specific  wording  to 
propose  we  will  submit  these  to  you  promptly. 
Very  truly  yours, 

Philip  G.  Cooper, 

President. 

Enclosure. 

proposed  statutory  language 

With  respect  to  Recommendation  No.  22  of  the  President's  Commission,  we 
previously  have  placed  the  Association  on  record  with  the  Senate  Committee  as 
favoring  the  following  proposal  : 

1.  Change  the  heading  of  Section  261  of  S.  2756  to  read — Transferable  and 
Licensable  Nature  of  Patent  Rights. 

2.  Amend  the  fir.st  and  second  sentences  of  Section  261(b)  in  S.  2756  to  read 
as  follows : 

Applications  for  patent,  patents,  or  any  interest  therein,  shall  be  assignable 
in  law  by  an  instrument  in  writing,  and  in  like  manner  exclusive  rights  under 
62-614 — 71— pt.  1 2 
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applications  fur  patent  ami  patents  may  be  conveyed  for  the  whole  or  any  speci- 
lied  part  of  the  United  States.  i.  ,  •       ,     x.- 

VI  applicant,  patentee,  or  his  legal  representative  may  also  at  his  election 
Urease  or  otherwise  waive  any  of  his  rights  under  bection  lo4  or  Section  2S1 
of  this  title  in  whole  or  in  any  part  thereof,  by  exclusive  or  nonexclusive 
arrangement  with  a  party  of  his  selection.  ^_^     „  „    o— c        -p  n 

8     C.l.l  sul.Muragraphs  (f)  and  (g)  to  section  2<1  of  S.  27o6  as  follows: 

(f)*  No  patent  owner  shall  be  guilty  of  misuse  or  illegal  extension  of  the 
patent 'rights  because  he  has  entered  into,  or  will  only  enter  into, 

1  \n  •irrangement  granting  some  rights  under  the  patent  but  excluding 
specified  conduct,  if  the  conduct  excluded  would  be  actionable  under  Section  271 
and  Section  2sl  of  this  title ;  or,  ,     ^  ^,    ,.        ,    ,  .  ■  ^ 

•>  Vn  arrangement  granting  rights  under  the  patent  that  excludes  or  restricts 
conduct  in  a  manner  that  is  reasonable  under  the  circumstances  to  .secure  to 
the  patent  owner  the  full  benefit  of  his  invention  and  patent  grant. 

(g)  No  patent  owner  shall  be  guilty  of  mi.suse  or  illegal  extension  of  patent 
rights  Itecause  he  has  entered  into  or  will  only  enter  into  an  arrangement  of 
a.s'sigiiment,  licen.se  or  waiver  of  some  or  all  of  his  rights  under  Section  154  or 
281,  for  a  consideration  which  includes: 

(1)  A  non-exclusive  exchange  of  patent  rights ; 

(2)  A  royalty,  fee  or  purcha.se  price  ; 

(i)  In  any  amount,  however  paid  or  measured,  provided  that  any  amount 
paid  after  the  expiration  of  a  patent  is  based  solely  upon  activities  prior  to 
such  exiuration : 

( ii )  Not  measured  by  the  subject  matter  of  the  patent  or  by  extent  of  use  by 
the  other  party  of  the  rights  assigned,  licensed  or  waived ; 

(iii)  Not  computed  in  a  manner  that  .segregates  the  charge  for  any  particular 
patent,  or  for  any  i)articular  claim  or  claims  of  one  or  more  patents; 

(iv)   Differing  from  that  provided  in  some  other  arrangement. 


Memorandum  ox  the  Need  fob  Legislative  Clarification  of  the  Law 
Relating  to  Patent  License  Provisions 

SUMMARY 

Kncouraging  innovation  is  the  principal  objective  of  the  patent  system. 
Patents  do  this,  first,  by  encouraging  invention,  or  the  investment  in  inventive 
elTorts  thus,  patents  provide  a  lead  time  for  the  paent  owner  against  competi- 
tors who  would  copy  the  invention  and  enjoy  a  free  ride  on  the  research  and 
develoi»ment  investment.  Second,  patents  facilitate  the  marketing  of  inventions. 
Often  the  useful  dimensions  of  an  invention  exceed  the  interests  or  capabilities 
of  the  patent  owner  to  develop,  produce  or  market  it.  The  patent  owner  must 
then  be  able  to  use  his  patent  to  secure  what  he  lacks  in  the  means  to  market. 

The  j>atent  is  a  form  of  monopoly,  albeit  a  temporary  and  specially-created 
one  and  therefore  is  an  automatic  anathema  to  some  antitrust  theorists.  Never- 
theles.  the  patent  "monopoly"  brings  a  form  of  innovative  competition  that  no 
antitrust  law  can  provide.  This  is,  in  effect,  competition  in  value,  as  di.s- 
tinguished  from  price  falthough  the  patented  product  mu.st  still  compete  in 
price  with  its  available  alternatives). 

Tlie  patent  owner  is  entitled  to  keep  all  others  from  practicing  his  invention. 
Or  he  can  .sell  the  patent  or  lieen.se  others  to  use  it.  A  licensing  arrangement 
iiuist  hold  prospects  of  profit  for  both  parties  and,  accordingly,  must  be  adapted 
to  an  existing  business  situation.  Howeve.  the  patent  owner  is  entitled  to  attach 
only  those  terms  to  his  license  that  are  reasonably  related  to  the  scope  of  his 
I>atcnt  grant.  Otherwise,  his  patent  can  be  held  unenforceable  as  n  patent  mis- 
u.se:  or  the  patent  owner  can  be  held  in  violation  of  the  antitrust  laws,  .subject- 
ing liim  to  severe  penalties — including  a  prison  .sentence,  heavy  fines,  and  treble 
damages  to  those  his  acts  have  injured.  The  need  is  therefore  apparent  for 
vr.nHonnhlr  ccrUnniy  in  the  laws  relating  to  patent  licensing  if  patents  are  to 
he  used  rffrrtirrln  in  hringing  neic  products  and  processes  into  maximum  use 
and  fostering  innovative  competition. 

Tn  .several  important  respects,  the  applicable  law  is  so  un.settled  as  to  hamper 
legitimate  licensing  activities.  This  ari.ses  from  diversities  in  holdinss  of  our 
courts.  Etpially  disturbing  for  the  future  is  the  unrealistic  attitude  of  the  De- 
partment of  .Tu.stice,  due  in  part  to  a  lack  of  appreciation  of  the  practical  prob- 
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lems  of  licensing  and  operating  under  licenses.  Representatives  of  the  Anti- 
trust Division  with  increasing  frequency  are  threatening  actions  against  patent 
owners  who  engage  in  licensing  practices  well  within  the  scope  of  their  patent 
grant  and  for  a  proper  puri)0se  but  which  the  Division  considers  opposed  in 
theorv  to  a  concept  of  antitrust. 

Patents,  by  statute,  have  the  "attributes  of  personal  property."  The  owner  of 
personal  property  other  than  patents  enjoy,  among  the  attributes  of  owner- 
.-•hip,  the  right  to  dispose  of  all  or  part  of  his  property  whenever,  wherever  and 
to  whomever  he  chooses.  And  in  disposing  of  it  he  is  not  called  on  to  prove 
that  what  he  is  doing  is  legal  or  even  reasonable.  The  patent  owner,  in  dis- 
posing of  his  patent  property,  should  enjoy  the  same  presumption  of  legality 
and  reasonableness  concerning  his  transactions. 

There  is  need  for  legislative  clarification  in  several  specific  areas  of  patent 
licensing.  These  include : 
/.  Field-of-use  licensing 

A  patent  owner  is  entitled  to  all  uses  of  his  invention.  Some  uses,  such  as 
those  beyond  his  ability  or  interest  to  develop  and  market,  he  may  choose  to 
license  to  others.  Such  a  license  is  not  restrictive  but  merely  conveys  less  than 
the  total  risht  belonging  to  the  patent  owner.  However,  the  Department  of 
Justice  insists  that  such  a  license  is  restrictive,  and  there  is  increasing  danger 
that  our  courts,  which  heretofore  have  upheld  such  practices,  will  fall  victim 
to  this  pressure.  The  President's  Commission  on  the  Patent  System,  appointed 
by  President  Johnson,  concluded  that  the  field-of-use  license,  like  the  license 
for  a  particiilar  territory  (which  is  specifically  .sanctioned  by  present  statute), 
should  receive  statutory  approval. 
?.  The  right  to  license  (or  not  to  license) 

Strange  as  it  seems,  the  right  of  a  patent  owner  to  license  parties  of  his 
choice  lias  been  challenged.  A  White  House  Task  Force  on  Antitrust  Policy  has 
urged  that  if  a  patent  owner  licenses  his  patent  at  all  he  must  license  all 
comers  who  are  financially  responsible  and  of  good  reputation.  At  least  one 
court  decision  has  spoken  similarly.  While  the  use  of  patents,  beyond  their 
proper  scope  is  clearly  wrong,  and  the  interdiction  of  antitru.st  or  the  defense 
of  patent  misuse  becomes  appropriate,  the  insistence  that  the  patent  owners 
must  license  all  qualified  parties  if  he  licenses  anyone  is  clearly  an  unwar- 
ranted extension  of  antitrust  philosophy.  The  lack  of  appreciation  for  the 
facts  of  business  life  is  endangering  the  important  prerogative  of  the  patent 
owner  to  select  his  licensees. 

3.  The  freely  negotiated  royalty 

A  federal  court  has  held  that  a  royalty,  acceptable  to  some  sixteen  other 
licensees,  was  excessive  and  per  se  violation  of  the  antitrust  laws.  While  the 
Supreme  Court  has  repeatedly  held  that  a  patent  owner  is  entitled  to  whatever 
royalties  the  parties  negotiate,  there  is  now  judicial  support  for  questioning 
the  royalty  terms  of  any  license.  This  intervention  by  a  court  to  determine 
ex  post  facto  that  a  royalty  does  not  suit  the  court's  idea  of  reasonableness 
and  amounts  to  price  fixing  is  more  than  unwarranted.  Moreover,  in  most  in- 
stances an  arrangement  that  later  proves  an  undue  burden  on  the  licensee  will 
be  adjusted  for  the  good  business  reason  that  it  impairs  the  sale  of  the  product 
and  the  generation  of  royalties  for  the  patent  owner. 

-}.  Royalty  differential  hetiveen  nonexclusive  licensees 

A  series  of  court  decisions  in  related  cases  have  held  different  charges  to 
diflFerent  licensees  to  be  a  per  se  antitrust  violation.  The.se  decisions  may  or 
may  not  portend  a  judicial  trend  against  the  freedom  of  the  patent  owner  to 
charge  different  royalties  to  different  licensees.  This  judicial  uncertainty  is 
compounded  by  the  report  of  the  aforementioned  White  House  Task  Force  on 
Antitrust  Policy,  on  which  the  Department  of  Justice  has  commented  with  ap- 
parent favor.  The  Task  Force  would  have  each  licen.se  imder  a  patent  to  be  on 
terms  "neither  more  restrictive  nor  less  favoable"  than  every  other  license — 
even  though  the  licensee  be  for  different  products  or  purposes,  and  even  though 
the  benefits  of  the  license  may  vary  widely  among  several  licensees. 

5.  The  royalty  base 

The  complexities  in  the  practice  of  some  product  and  process  patents  some- 
times make  it  diflicult  or  impossible  to  measure  the  u.se  of  the  patent  for  de- 
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teruiining  royalties.  On  such  occasions  the  parties  agree  on  some  conveniently 
dtu-ruunable  parameter  as  a  measure  of  use.  It  would  seem  inappropriate  for 
the  "urts  to  interefere  with  such  arrangements,  and  in  fact  decisions  have  been 
gfiKTally  rea.sonable.  Nevertheless,  there  is  uncertainty  which  a  clear  legisla- 
tive provision  would  alleviate. 
6'.  Ixoyalty  for  the  package  license 

Where  a  prospective  licensee  wants  to  do  something  that  in  its  totality  is 
covered  bv  a  group  of  patents,  some  of  which  may  not  be  used  all  the  time  or 
which  muv  be  alternatives  to  others,  the  entire  group  of  patents  may  be 
licensed  If  the  patent  owner  does  not  coerce  his  licensee  into  accepting  and 
pavin-  for  unwanted  patents,  antitrust  problems  are  usually  avoided.  But  in 
establishing  a  royalty  he  may  encounter  problems.  Usually,  no  breakdown  of 
royaltv  is  made  for  individual  patents  because  the  extent  of  their  use  cannot 
be  predicted  when  the  license  is  negotiated.  But  when  the  patents  begin  ex- 
piring the  right  of  the  patent  owner  to  continue  to  receive  the  full  royalty  is 
sometimes  questioned.  The  reduction  in  value  of  the  remaining  patents  as  each 
patent  expires  would  in  most  instances  be  impossible  to  determine  fairly.  If 
the  original  agreement  contemplating  the  continuance  of  royalties  until  the 
last  significant  patent  has  expired  was  reached  in  arms-length  bargaining 
without  coercion,  it  should  remain  in  force  as  the  parties  intended. 
7.  Royalty  payment  after  expiration  of  patent 

A  single  Supreme  Court  decision  has  raised  doubts  in  the  minds  of  some  as 
to  the  validity  of  a  license  calling  for  payment  of  royalties  after  expiration 
of  the  patent  "but  for  activities  carried  out  while  the  patent  was  alive.  Install- 
ment payment  of  royalty  is  usually  a  concession  to  the  licensee  and  should  not 
be  a  source  of  loss  or  litigation  to  the  patent  owner. 

The  President's  Commission  on  the  Patent  System  observed  the  patent 
owner's  plight  in  the  matter  of  permissible  patent  license  provisions : 

However,  uncertainty  exists  as  to  the  precise  nature  of  the  patent  right  and 
there  is  no  clear  definition  of  the  patent  misuse  rule.  This  has  produced  con- 
fusion in  the  public  mind  and  a  reluctance  by  patent  owners  and  others  to  enter 
into  contracts  or  other  arrangements  pertaining  to  patents  or  related  licenses. 

This,  indeed,  is  true. 

The  Department  of  Justice  is  becoming  increasingly  active  in  critical  sur- 
veillance of  patent  licensing.  While  the  Department  favors  a  case-by-case  de- 
velopment of  the  law  (with  the  Department  initiating  or  participating  in 
litigation  to  its  own  end),  such  development  would  inevitably  be  expensive — 
both  for  the  iiatent  owner  and  the  public.  Moreover,  the  resulting  law  could  well 
be  misdirected,  because  it  would  have  its  origins  in  aggravated  and  unrepre- 
sentative fact  situations. 

The  interests  of  patent  owners  and  the  public  call  for  legislative  clarification 
of  some  of  the  major  problems  now  in  such  an  uncertain  state.  Especially, 
these  interests  need  safeguards  against  case  law  making  per  se  antitrust  viola- 
tions of  some  of  the  practices  so  important  to  innovation  through  patents. 


Memorandum  on  the  Need  for  Legislative  Clarification  of  the  Law 
Relating  to  Patent  License  Provisions 

introduction 

When  the  patent  system  is  viewed  in  terms  of  its  constitutional  objective 
of  erifouraging  useful  innovation,  patent  and  antitrust  concepts  may  touch  but 
tliey  shouldn't  tangle.  However,  there  is  mounting  evidence  of  inconsistency 
and  confusion  in  the  courts  and  a  disturbing  trend  in  the  Department  of  Justice 
concerning  the  terms  that  may  be  incorporated  in  patent  licenses  without  in- 
vokinc  the  sanctions  of  antitrust. 

The  importance  of  this  development  lies  in  the  fact  that  the  licensing  of 
jmtpnts.  and  the  freedom  to  adapt  the  license  to  the  business  situation  facing 
the  patent  owner  and  his  prospective  licensee,  are  often  indispensable  to  the 
full  utilizaiton  of  the  patent  for  the  benefit  of  both  the  public  and  the  patent 
owner. 

It  is  tlie  purpose  of  this  Memorandum  on  behalf  of  the  American  Patent  Law 
As.sociation  to  outline  .some  of  the  problems  of  patent  license  provisions  and  to 
suggest  areas  in  need  of  legislative  clarification. 
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THE  BOLE  OF  PATENTS  IN  INNOVATION 

There  are  two  distinct  but  important  roles  of  patents  in  the  innovative  proc- 
ess one  widely  recognized  and  the  other  too  often  ignored.  Both  are  embraced 
within  the  constitutional  requirement  that  the  patent  system  "promote  the 
useful  arts."^ 

The  first  is  the  incentive  to  invent,  or — more  commonly — to  support  inventive 
efforts.  Of  course,  a  few  gifted  individuals  invent  as  a  reflexive  response  to  a 
problem  or  challenge.  They  may  have  little  regard  for  the  economics  or  mar- 
ketability of  their  inventions  but  simply  invent  for  the  satisfaction  of  exercis- 
ing their  creative  talents.  For  them  the  patent  system  may  provide  little  per- 
sonal incentive  to  invent  (although  patents  may  afford  the  only  means  for 
bringing  their  inventions  into  use  for  the  benefit  of  the  public,  as  will  be  de- 
veloped below). 

But  the  oftimes  risky  investment  in  research,  development,  design,  manufac- 
turing and  marketing  activities  in  the  context  of  the  innovating  unit,  be  it  an 
individual  or  corporate  group,  could  hardly  be  justified  if  the  results  could 
always  be  freely  copied  by  those  having  no  such  investments  to  recover.  The 
innovator  of  a  marketable  product  needs  a  lead  time  during  which  he  can  deny 
competitors  a  free  and  profitable  ride  on  his  investment  in  the  innovation.  This 
is  what  the  patent  system  gives  him  in  return  for  disclosing  details  of  the  in- 
vention in  a  patent — provided  his  invention  can  qualify  as  sufficiently  different 
from  what  has  been  done  before  to  merit  a  patent. 

From  this  limited  lead  time  of  seventeen  years,  sometimes  called  the  patent 
"monopoly,"  the  patent  owner  has  an  opportunity  to  recover  his  expenses,  earn 
a  profit  and  possibly  invest  in  other  innovative  adventures — so  long  as  the  pub- 
lic is  satisfied  his  product  is  worth  buying  at  the  price  he  charges.  It  is  the 
prospect  of  patent  coverage  that  justifies  much  investment  in  research  and 
development  leading  to  new  products,  new  plants,  new  employment  opportuni- 
ties and  genuine  progress  in  the  useful  arts. 

The  second  role  of  patents  in  innovation  concerns  the  aMUty  to  market.  A\ 
the  patent's  expiration,  anyone  can  use  the  invention  free  of  the  patent.  In  the 
meantime,  public  disclosure  of  the  invention  in  the  patent  often  stimulates 
others  to  invent  improvements  or  make  quite  different  inventions,  building  on 
the  ideas  in  the  patent. 

"Wliile  public  disclosure  of  the  invention  in  the  patent  is  therefore  a  contri- 
bution in  itself,  the  full  range  of  benefits  contemplated  by  the  patent  system  are 
not  realized  until  the  patented  invention  is  embodied  in  a  product  or  service 
available  to  the  public.  The  right  to  exclude  others  from  practicing  an  inven- 
tion is  hollow,  indeed,  both  from  the  standpoint  of  the  patent  owner  and  the 
public,  if  the  patent  owner  lacks  the  money,  talent,  organization  or  facilities  to 
bring  the  invention  to  market.  It  is  therefore  essential  that  if  the  patent  owner 
decides  to  market  the  invenion  he  he  able  to  use  his  patent  to  secure  what  he 
lacks  in  the  means  to  market. 

This  is  particularly  important  where  the  invention  is  capable  of  application 
outside  his  regiilar  field  of  interest  or  competence.  In  such  event  he  needs  to 
use  his  patent  in  a  business  arrangement  that  will  give  incentive  to  those  of  his 
choosing  who  are  expert  in  other  fields  and  can  handle  the  special  problems  of 
development,  manufacturing  and  marketing. 

These  two  elements,  the  InceTitlve  to  invent  (or  support  inventive  efforts) 
and  the  nhility  to  market,  are  the  heart  of  a  patent's  contribution  to  "innova- 
tion." They  are  sequential  but  inseparable,  and  recognition  of  this  duality  will 
be  seen  as  important  in  resolving  patent  antitrust  confiicts  in  the  area  of  patent 
licensing. 

THE  CONTEIBUTION  OF  PATENTS  TO  THE  ANTITRUST  OBJECTIVE 

To  the  extent  the  patent  owner  has  the  exclusive  right  to  prevent  others  from 
making,  u.sing  and  selling  the  invention  claimed  in  the  patent,  he  does,  indeed, 
enjoy  a  monopoly — ^albeit  a  temporary  one.  Biit  the  temporary  monopoly  of  the 
patent  takes  nothing  from  the  public,  for  the  patent  &?/  law  covers  only  that 
created  for  the  fir.st  time  by  the  inventor. 


1  Art'Vlp  T.  Section  S. 

Tlip  Conjrrpps  shnll  have  powpr  ...  To  promotp  thp  prosrrpS'!  of  spipp^^p  arifl  nsofiil  nrts 
by  seenrin?  for  limitpd  timos  to  authors  and  inventor.s  the  exolusivp  rijrht  to  thpir  respeo- 
tive  writincrs  and  discoveries. 
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Because  a  monopoly  of  any  kind  is  anatliema  to  the  antitrust  theorist,  the 
monopoly  of  the  patent  has  given  rise  to  the  erroneous  idea  that  patent  and 
antitrust  concepts  are  endlessly  opposed.  The  patent  monopoly  is  regarded  as  an 
intrusion  on  the  principle  of  free  and  unfettered  competition. 

In  truth,  however,  the  utilization  of  the  temporary  patent  monopoly  brings  an 
(•niirelv  new  dimension  to  the  free  competition  sought  by  the  antitrus  laws.  This 
new  dimension  arises  from  the  necessity  for  competitors  to  find  their  own  routes 
to  successful  products,  a  process  that  in  its  stepwise  implementation  brings  new 
and  better  or  cheaper  products  to  the  market.  Indeed,  there  is  no  stronger 
incentive  to  invent,  or  to  invest  in  effort  to  invent,  than  a  successful,  patented 
product  in  tlie  hands  of  a  competitor.  This  can  properly  be  called  innovative 
competition — or  comi)etition  in  vdliic.  as  distinguished  from  price — a  form  of 
competition  not  .secured  through  application  of  any  of  the  antitrust  laws. 

PATENTS,  PROFITS  AND  PROPHETS 

If  the  support  of  inventive  efforts  leads  to  grant  of  a  patent,  or  if  a  patent 
is  otherwise  acquired,  the  problem  of  the  patent  owner  is  how  to  use  the  patent 
for  profit.  The  patent  may  cover  a  manufactured  article,  a  device  or  machine, 
a  cliemical  compound  or  combination  of  compounds,  a  process  for  making  some- 
tliing.  or  a  metliod  for  doing  something.  If  practicable,  the  patent  owner 
usually  chooses  to  make  and  sell  the  patented  product  himself  or  use  the  process 
in  his  own  plant. 

However,  if  in  his  business  judgment  he  decides  the  best  opportunity  for  profit 
lies  in  granting  licenses  to  others,  he  must  proceed  with  the  utmost  care.  First, 
he  must  choose  as  his  licensees  only  those  who,  by  their  good  reputations  or 
cai)abilities.  will  bring  credit  to  his  invention.  In  licensing  his  patent  for  prac- 
tice by  others  he  is  parting  with  a  portion  of  the  exclusive  privilege  his  patent 
gives  him,  and  licen.sed  activities  that  would  demean  the  invention  would  inev- 
itably lessen  the  value  of  his  remaining  rights  under  the  patent. 

Second,  he  must  fashion  the  patent  license  to  the  business  situation  lie  faces. 
Obviously,  the  arrangement  must  hold  prospects  or  profit  for  both  parties.  But 
in  taking  into  account  the  business  interests  involved,  the  patent  owner  can 
properly  include  in  the  license  only  those  provisions  reasonably  related  to  secur- 
ing for  him  the  legitimate  benefits  of  the  patent  grant — which  confers  the  right 
to  exclude  others  from  making,  using  or  .selling  the  patented  invention.  If  the 
licen.se  goes  farther,  the  validity  of  the  arrangement  can  be  called  into  question 
l>ecause  the  patent  has  been  employed  beyond  its  lawful  scope.  The  patent 
owner  has.  in  other  words,  "misu.sed"  his  patent." 

I'atent  misuse  is  a  defense  against  a  charge  of  infringement  and  may  relieve 
the  infringer  of  liability.  Although  the  patent  may  be  valid,  the  patent  owner 
lo.ses  his  right  to  enforce  it  .so  long  as  the  misuse  continues  and  the  consequences 
have  not  been  corrected.  If  the  misuse  can  be  shown  to  have  adversely  affected 
competition,  or  to  have  been  part  of  a  plan  to  restrain  or  monopolize  trade,  the 
acts  of  niisn.se  may  rise  to  a  violation  of  the  antitrust  laws.  The  phra.se  "anti- 
trust laws"  includes  Sections  1  and  2  of  the  Sherman  Act  and  Sections  3  and  7 
of  the  Clayton  Act,  with  the  Federal  Trade  Commission  Act  sometimes 
inclufled.' 

Wliile  patent  misuse  is  actionable  only  as  a  defense  to  a  suit  for  infringement 
or  a  related  suit  for  breach  of  a  license,  activities  believed  to  constitute  anti- 
trust violatmns  can  he  enjoined  by  a  court  on  the  basis  of  action  bv  the  Depart- 
ment of  .Tustice,  acting  in  the  name  of  the  United  States  Government,  or  on  the 
l)nsis  of  action  by  injured  private  parties.  The  penalties  for  antitrust  violations 

,.\uu/,^I!?r'l^J/'iu^^^  Prt^eiif  Co.  V.  Universal  Film  Mfp.  Co.,  24.S  U.S.  .^02  (1917).  See  also 
r-lnborntlon  of  theory  In  Morton  Salt  Co.  v.  Suppioer.ili  US    4S.S  (1042)  '  >  ■   ^^''^ 

^trftlnVTrinf-.r'i.V.f"'''^  ^'1•\T•.S.C.  1)  :  Contracts.  oombinnHons  or  eonspir.icies  in  re- 
Vt'op'^o,  .  T.  I  "*  ",''  f"''''''=^»  ^••.ntle  or  cominerce  are  illeiral.  Sherman  Act.  Section  2  (15 
nnvV.nrt  of  lnfnrI?rnfT  '"'""I'P^hice.  or  attempt  to  monopolize,  or  conspire  to  monopolize 
"ni  t  um  ff,  pHminnr  "^  '^1!'"'"'!  ^'a'/^'^  "'■  fonimPree  are  pnilty  of  a  misdemeanor,  (subieet- 
tos.Trn^e  ?.,,.. /m^^'•'"^^•.^''''''''"  ■'*■''*•  '^''''f'""  ^  '1-^  ^^-S-^-  14)  :  It  is  unlawful 
phnv.r  r  Ios.o,/vv  i  V  )  'r^  "^'''^^^^^  patented  or  unpatented,  on  condition  that  the  nur- 
fh"  <■(?.■■[  mav  ,"t  «  hl/nnH  'n  V'''  Products  of  the  seller's  or  lessee's  competitors  where 
Z/  "■•/••'  '  ir"T?'^''^^"?I'"">:Jp*^^''n  competition  or  tend  to  create  a  monopoly.  Clayton 
lnf..rr.ret.,  ns  inV-Lliin'.'  V.  ;  V^"  eorporation  can  acquire  the  stock  or  assets  Vffenerally 
th^•ffect  nnr^o  to  iuLt^  V'"^  'J"''  '"terests  in  patents)  of  another  corporation  where 
r'«//r  V-o,:  "Li  o,  Vc    fi-    '"«r'^  •"■  ^^'""^  to  create  a  monopoly.  Federal 

nm  'L|«t  oMe/s  UnlLt^  \}  "}  ^"^'^  '  Fp-^Ieral  Trade  Commission  can  issue  cease 

3  an     7  of  Clnvton  Acrhnr/nV"^.^;^"'"^^         competition  and  apralnst  violations  of  Sections 
or  cinjton  Act  but  so  far  has  taken  little  action  in  matters  involving  patents 
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can  range  from  heavy  fines  to  prison  sentences  (where  a  criminal  violation  is 
made  out),  and  private  parties  who  have  been  injured  by  the  illegal  acts  can  sue 
for  treble  damages. 

Increasingly,  the  patent  owner  who  licenses  his  patent  needs  the  gift  of 
prophecy.  In  tailoring  his  license  to  the  business  situation  existing  at  the  time 
of  licensing,  he  and  his  prospective  licensee  must  foresee  not  only  how  the 
courts  and  Department  of  Justice  might  interpret  the  license  provisions,  but 
also  how  changing  business  circumstances  might  affect  such  intepretations. 

As  will  be  demonstrated  below,  the  state  of  the  decisional  law  is  unsettled  in 
the  extreme.  But  of  equal  importance  is  the  threatening  posture  of  the  Depart- 
ment of  Justice.  The  recently-announced  establishment  of  a  Patent  Unit  within 
the  Antitrust  Division  of  the  Department  of  Justice  underscores  concern  over 
some  of  the  policies  that  seems  to  be  emerging  in  the  patent-antitrust  area.'' 

Speaking  in  Washington  on  June  5,  1969,  Assistant  Attorney  General 
McLaren,  in  charge  of  the  Antitrust  Division  of  the  Department  of  Justice,  out- 
lined the  guiding  philosophy  of  antitrust  enforcement  in  this  area  as  follows :  ^ 

In  considering  whether  to  attack  a  particular  licensing  provision  or  practice, 
we  ask  ourselves  two  fundamental  questions.  First,  is  the  particular  provision 
justifiable  as  nccessari/  to  the  patentee's  exploitation  of  his  lawful  monopoloy? 
Second,  are  less  restrictive  alternatives  available  to  the  patentee?  Where  the 
answer  to  the  first  question  is  no,  and  to  the  second  yes,  we  will  consider  hring- 
ing  a  case  challenging  the  restriction  involved.   (Emphasis  added.) 

The  Department  of  Justice  is  therefore  not  only  concerned  with  whether  a 
given  practice  in  a  given  situation  in  fact  constitutes  an  antitrust  violation, 
but  whether  the  particular  licensing  arrangement  was  "necessary,"  or  whether 
there  might  have  been  other  ways  of  putting  the  patent  to  use  that  would  have 
imposed  less  "restriction"  on  the  licensee. 

More  will  be  said  below  about  use  of  the  word  "restriction"  in  the  patent 
license  context.  It  is  important  to  understand,  however,  that  the  Department 
of  Justice  is  iising  the  term  to  describe  that  portion  of  the  patent  grant  which 
the  patent  owner  has  chosen  not  to  license. 

If  the  patent  owner  can  deny  access  of  all  others  to  his  invention,  it  would 
seem  appropriate  that  he  be  entitled  to  control  the  degree  to  which  he  relin- 
quishes his  exclusive  rights,  so  long  as  the  license  provisions  are  xvithin  or 
reasonably  ancillary  to  the  patent  grant.  No  gift  of  prophecy  could  possibly 
anticipate  the  outcome  of  a  test  of  a  licensing  arrangement,  made  in  a  given 
business  context  at  a  specific  point  in  time,  against  the  subjective  criteria  of 
"necessity"  and  "availability  of  alternatives"  applied  at  some  future  time.  One 
is  led  to  conclude  that  only  the  failure  of  the  arrangement  would  prove  its 
legality. 

THE  DISPOSITION  OF  PATENTS  AS  PERSONAL  PROPERTY 

It  should  not  be  taken  as  the  position  of  the  American  Patent  Law  Associa- 
tion that  all  the  patent  license  provisions  discussed  herein  should  always 
be  permitted  to  stand  in  all  circumstances.  Even  the  most  innocuous  terras  can 
be  applied  in  a  predatory  manner  to  achieve,  through  conspiracy  or  individual 
action,  results  that  are  anticompetitive,  clearly  beyond  the  scope  of  the  patent 
grant  and  inimical  to  progress  in  the  useful  arts.  But  to  adopt  the  test  proposed 
by  the  Department  of  Justice,  or  to  permit  the  declaration  of  per  se  illegality 
of  license  provisions  which,  in  their  proper  application,  can  bring  innovative 
advances  more  rapidly  into  public  use  and  actually  create  competition  in  the 
])rocess,  is  to  defeat  the  principal  objectives  of  both  the  patent  and  antitrust 
laws. 

Considerations  of  the  public  interest  involved  in  patent  licensing  permeates 
this  entire  discussion.  Another  important  factor  to  examine,  however,  is  the 
nature  of  the  rights  of  the  patent  owner.  The  present  statute  declares  that  "pat- 
ents shall  have  the  attributes  of  personal  property."  ^'^  As  will  be  shown,  much  of 
the  agitation  from  antitrust  theorists  today  would  lead  to  a  clear  derogation  of 
this  concept. 

There  is  no  dispute  that  a  principal  attribute  of  personal  property  is  the 
owner's  right  to  the  benefits  of  ownership,  use  and  disposition.  Of  course,  the 


*  The  Wall  Street  Journal  (Mirlwpst  Kdition).  .Tannarv  7.  1070.  pacp  Ifi. 

^Assistant  Attorney  General  Richard  W.  McLaren.  Pntevt  LicertaeK  and  Anfifruxt  Con- 
f:i(lerntioris.  Arldress  before  The  Patent.  Trademark  and  Convri^ht  Researf'h  Institute  of 
The  Geortre  Washington  University  (June  5.  1969).  161  U.S.P.Q.  No.  11.  n.  II 
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l-iw  will  impose  limitations  on  the  right  or  apply  sanctions  against  the  owner 
wJiere  the  public  is  injured  by  the  exercise  of  the  right.  But  acts  of  ownership, 
use  and  disposition  which  are  themselves  legal  will  not  be  interdicted  merely 
because  they  mail  lead  to  illegal  or  undesirable  consequences.  The  owner  of 
private  proiicrty  enjoi/s,  in  effect,  a  presumption  that  his  acts  in  exercising  his 
riqhts  of  oirnrrship,  use  and  disposition  are  legal.  He  does  not  have  to  demon- 
strate their  legality  or  test  them  by  a  rule  of  reason.  The  burden  of  establishing 
that  his  conduct  was  illegal  or  against  the  public  interest  is  on  the  party  assert- 
ing it.  Indeed,  our  society  could  function  in  no  other  way. 

Patents  are  a  species  of  personal  property.  An  important  attribute  of  patent 
I)roperty  should  therefore  be  the  patent  owner's  right  to  the  benefits  of  owner- 
ship, u.se  and  disposition.  Of  special  concern  here  is  the  right  of  disposition. 
Certainly,  a  normal  incident  of  patent  ownership  should  be  the  right  of  the 
patent  owner  (1)  to  retain  the  entire  patent  property  for  his  own  use,  or  (2) 
to  dispo.se  of  all  or  part  of  it  whenever,  wherever  and  to  whomever  he  chooses. 
It  should  not  be  presumed  at  the  outset  that,  in  exercising  his  patent  right  of 
disposition,  the  patent  owner  is  going  to  misuse  it.  Or,  simply  because  he  might 
misuse  it,  he  should  not  be  automatically  foreclosed  from  disposing  of  his  pat- 
ent on  terms  that  are  in  themselves  perfectly  legal.  Even  one  charged  with  a 
crime  enjoys  a  legal  presurai)tion  of  innocence ;  the  act  of  disposing  of  all  or 
part  of  a  patent  right  should  carry  no  less  favorable  a  presumption. 

Nevertheless,  the  Department  of  Justice  and  some  judicial  decisions  would 
deny  the  owner  of  patent  property  the  same  benefits  and  presumptions  accorded 
owners  of  other  forms  of  personal  property.  To  implement  its  bias,  the  Depart- 
ment avails  it.self  of  a  ready  access  to  the  courts  (through  bringing  suits  or 
filing  amicus  briefs)  in  cases  it  selects  as  most  potentially  destructive  on  their 
facts  to  the  licensing  practices  it  wishes  to  outlaw.  In  addition,  the  Department 
is  utilizing  other  forms  of  attack,  such  as  direct  pressure,  pviblic  announcements 
by  Department  representatives  on  the  banquet  circuit,  threats  of  sviits,  and  con- 
sent decrees,  to  force  its  views  on  patent  owners  who  do  not  wish  to  serve  as 
test  cases  for  now  antitrust  theories. 

What  is  the  practical  effect  of  this  unfortunate  situation  on  the  patent  owner 
trying  to  put  his  patent  to  work? 

THE  PATENT  OWNER'S  DILEMMA 

A  patent  is  not  like  a  commodity  that  can  be  priced  and  placed  on  the  shelf  for 
sale,  like  a  loaf  of  bread.  In  "merchandising"  or  licensing  a  patent,  many  factors 
must  be  considered,  some  arising  from  the  interests  of  the  patent  owner  and 
some  from  interests  of  the  potential  licensee.  By  a  process  of  negotiation,  each 
party  represents  its  interests  and  strengths  in  arriving  at  an  arrangement  sati.s- 
factory  to  both  which  is  within  legal  bounds  today  and,  hopefully,  will  remain 
so  for  the  life  of  the  agreement. 

Among  the  factors  considered,  many  of  which  give  ri.se  to  some  form  of 
expression  in  the  license,  are  the  following: 

Cost  of  the  development  to  the  patent  owner  and  licensee. 

Anticipated  volume  of  sales. 

Pnfont  owner's  product  line  and  market  position. 

Need  for  exclusivity. 

Territory. 

.\vailability  of  substitutes  not  under  patent. 

Number  of  patents  involved. 

Scope  of  invention  v.  scope  of  patent  coverage. 

Knse  of  rircumvonting  jiatent. 

Need  for  lifcnses  under  patents  of  others. 

Relative  value  of  invention  in  different  fields  of  use. 

raiuibility  of  licenses  to  .serve  all  fields  of  use. 

Need  for  lend  time. 

Need  for  further  technical  development. 

Need  for  market  development. 

Need  for  investment  in  production  facilities. 

Finnneial  resnonsil>ility  of  licensee. 

Kxpeeted  snvines  from  use  of  invention. 

Need  for  tr-cbnical  nssistanre  from  patent  owner. 

Neef'  for  use  of  trade  secrets. 

.Xvallnhillty  to  licensee  of  later  improvements  by  patent  owner. 
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Fair  royalty. 

Base  for  royalty  determination. 

Protection  against  later  licenses  at  lower  royalties. 

Exchange  of  licenses  in  lieu  of  royalty. 

Non-exclusive  rights  to  patent  owner  on  improvements  by  licensee. 

Right  to  grant  sublicenses. 

Detectability  of  infringement. 

Willingness  of  patent  owner  to  enforce  patent  against  unlicensed  infringers. 

Willingness  of  patent  owner  to  defend  licensee  against  infrigement  suits 
brought  by  others. 

Conditions  for  terminating  the  license. 

Before  examining  individually  certain  specific  licensing  problems,  it  will  serve 
the  better  understanding  of  the  impact  of  antitrust  to  consider  how  easily,  in 
the  exercise  of  sound  business  judgment,  a  patent  owner  can  fall  victim  to  a 
whole  conglomerate  of  antitrust  problems  in  licensing  his  patent.  Here  is  the 
plight,  fictitious  but  representative,  of  the  A  Company  : 

Company  A  is  .small  manufacturer  of  electrical  switches  ba.sed  in  Los  Angeles. 
Its  sales  are  confined  to  switches  for  use  in  buildings  in  the  Los  Angeles  area. 
The  company  owns  a  patent  on  a  switch  which  was  developed  at  a  cost  of 
$70,000  and  three  years'  effort.  It  believes  the  switch  can  be  adapted  for  other 
uses  but  considers  expansion  undesirable  becau.se  of  lack  of  capital,  develop- 
ment personnel  and  manufacturing  capacity,  as  well  as  the  increased  costs  of 
marketing  in  remote  areas.  It  does,  however,  want  to  retain  the  exclusive  right 
to  the  switch  in  the  building  field  in  the  Los  Angeles  area. 

In  order  to  reach  other  markets.  Company  A  decides  to  license  the  patent  at  a 
royalty  of  5%,  giving  each  licensee  the  exclusive  territory  he  demands  in  which 
to  sell  and  service  switches,  and  limiting  each  to  the  sale  of  switches  for  use  in 
buildings. 

The  manufacturer  in  the  Detroit  area  would  like  to  develop  the  patented 
switch  concept  for  use  in  automobiles.  However,  in  order  to  recover  the  esti- 
mated $100,000  required  for  the  development,  he  asks  for  an  exclusive  license  in 
the  automotive  field.  A  royalty  of  2%  is  established  as  reasonable  in  view  of  the 
development  costs  and  the  low  profit  margin  from  large  volume  sales  to  auto- 
mobile manufacturers. 

Back  in  Los  Angeles,  a  competitor  of  Company  A,  who  manufactures  switches 
for  use  in  aircraft  as  well  as  buildings,  asks  for  a  non-exclusive  license  for 
selling  to  the  building  trade  and  an  exclusive  license  for  the  aircraft  industry. 
The  license  for  the  building  trade  is  refused,  because  the  company  wants  to 
retain  the  exclusive  right  in  its  home  territory.  But  the  exclusive  license  for 
the  aircraft  field  is  granted  at  a  10%  royalty  rate.  This  figure  conemplates  the 
high  profit  margin  but  low  sales  volume  of  switches  for  the  aircraft  industry. 

At  this  point  the  company  consults  its  attorney  to  prepare  the  various  agree- 
ments. The  attorney  is  convinced  that  the  business  judgment  is  sound,  all  terms 
are  reasonable,  and  the  arrangements  will  move  the  invention  to  markets 
throughout  the  United  States  at  the  earliest  possible  time,  with  responsible 
financial  backing  and  business  skill  in  each  of  the  markets  served.  But  the 
attorney  nevertheless  advises  that  (1)  it  has  jeopardized  the  enforceability  of 
the  patent  in  all  markets,  including  its  own  market  in  Los  Angeles,  by  refusing 
to  license  its  Los  Angeles  competitor  in  the  building  field  after  licensing  others 
elsewhere  in  the  same  field,*  (2)  it  has  invited  an  antitrust  suit,  because  the 
Justice  Department  has  declared  it  is  looking  for  a  situation  where  a  patent 
license  divides  fields  of  use  among  companies  that  would  otherwise  compete,'"' 
(3)  it  has  opened  itself  to  private  antitrust  and  treble  damage  clnims  from  its 
competitors  as  well  as  those  of  its  licensees,'  and  (4)  it  has  provided  ingredients 
of  a  defense  of  patent  misu.se  by  charging  different  royalty  rates  under  the 
same  patent*  * 


".47?^?  Research   Productx.   Inc.   v.   Hentbath   Corp..   Ifil   U.S.P.Q.   .527,    5.'',0    (N.D.    III. 
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1  -ii^cfrntAc  1  .-iniut  of  licensing  problems  facing  today's  patent 
,,^^:^^:v^^^T^^^1^S^V^e  of  ^itending  its  market  outside  its 
.  o;i    i\nl  tiir>  ma-nitiKle  of  the  invention's  contribution  is  no  less  because 

^"'^l  /f^:nfvnei4  size  Therefore,  if  Company  A  is  denied  the  right  to  license 
;;  d\vXll?  tl^^^  var  ourflelds  of  use  of  the  invention,  and  on  terms  that  will 
,lim!r  V'j  thP  li^^^^^^  to  proceed  with  manufacturing  and  marketing  of  a 
oStv  Sol  ct  rSficm  portion  of  the  patent  grant  will  not  be  used,  and 
?he  imbUc  win  not  benefit  from  the  invention  in  the  unlicensed  fields  not  served 

*'\Sm'v"/  Uie  right  to  charge  different  royalty  rates  for  different  uses  of  the 
i,n'!  in.  is' important  because  of  the  different  relative  values  and  sales  volumes 
fflH  products  involved.  And  if,  having  licensed  the  manufacture  and  sale  of 
uin^  switches  in  areas  not  served  by  Company  A,  it  must  then  license  its 
la  •  yard  competitor,  a  more  prudent  course  would  be  to  refuse  tx)  license  anyone 
in  the  building  field-a  decision  certainly  not  in  the  interests  of  Company  A  or 
the  users  of  switches  outside  Los  Angeles. 

THE  NEED  FOR  LEGISLATIVE  CLARIFICATION 

It  is  appropriate  now  to  examine  certain  of  the  specific  license  provisions  that 
under  actual  or  threatened  attack.  These  are: 

Field-of-use  licenses. 

The  right  to  license  (or  not  to  license). 

The  freolv  negotiated  royalty. 

Royalty  differential  between  non-exclusive  licensees. 

The  royalty  base. 

Royalty  for  the  package  license. 

Rovalt'v  payment  after  expiration  of  patent. 

Tn  "order  to"  appreciate  the  justifications  that  demand  at  least  the  application 
of  a  test  of  rea.sonableness  before  these  licensing  provisions  are  categorically 
rejected  as  patent  misuses  or  per  se  antitrust  violatons,  brief  fact  situations 
will  introduce  each  provision. 

/.  Fii'lil-nf-ufic  license 

Company  B  is  a  large  manufacturer  of  hardgoods  of  many  types  but  has 
limited  facilities  for  chemical  re.search  and  development,  except  with  specific 
reference  to  adjunctive  supplies  for  its  hardgoods.  The  company  achieves  a 
l»reakthrough  in  a  chemical  process  which  leads  to  the  development  of  a  new 
line  of  materials  for  use  with  its  hardgoods.  It  also  recognizes  vast  possibilities 
for  the  invention  in  other  fields  foreign  to  its  corporate  interests  and  capa- 
bilities. 

The  problem  facing  Company  B  is  how  to  make  the  broadest  use  of  the  proc- 
ess without  itself  departing  significantly  from  its  primary  business.  It  recog- 
nizes that  several  areas  of  application  are  sufficiently  distinct  in  themselves 
(paper,  pharmaceuticals,  novelties,  cosmetics)  that  no  single  company  could 
exploit  the  technology  to  its  fullest.  It  therefore  chooses  to  grant  exclusive 
licenses  in  a  number  of  fields  of  use.  Several  licensees  invest  considerable  money 
in  adai)ting  the  basic  technology  to  tlieir  particular  fields  and  bring  the  public 
new  i)rodncts  that  differ  significantly  from  the  old  ones. 

In  an  atnios|tbcre  tliat  would  discourage  or  hold  illegal  the  field-of-use  license, 
tills  program  of  jiatent  utilization  simply  would  not  be  possible. 

Anionc  the  ways  a  patent  owner  can  divide  his  patent-given  rights,  two  are 
most  important :  by  geographical  territory  and  field  of  use.  Although  in  disfavor 
with  the  Department  of  Justice,  the  territorial  division  is  specifically  sanctioned 
b.v  statute  and  r'n:il)l('S  the  patent  owner  to  license  his  patent  in  the  whole  or  any 
part  «>f  tlie  I'nited  States.'"  It  is  common  to  refer  to  this  form  of  division  of  the 
jintciit  rielit  as  a  territorial  "restriction."  Since  semantics  are  sometimes  impor- 
tant, it  slionld  be  noted  that  tlie  territorial  division  is  not  a  restriction  at  all 
but  only  the  grant  of  rights  under  the  patent  for  a  portion  of  its  territorial 
scniM».  Tlie  word  "restriction"  implies  an  agreement  with  respect  to  the  rest  of 
file  territorial  scope,  and  no  f)}(rh  agreement  can  properly  (or  even  logically)  he 
iwDlird  frnw  the  territorial  lieenne. 

The  license  for  use  or  for  sale  or  resale  in  a  specified  field  of  use  rests  on 
prcr-isely  the  same  principle  as  the  territorial  license.  It  involves  the  grant  of 

^''.^5  v.?>..r.  2«i. 
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less  than  the  patent  owner's  total  right  to  exclude  others  from  any  and  all  uses 
of  his  patented  invention.  As  will  be  noted  further  below,  semantics  have  be- 
come important  here. 

There  is  no  as.surance  that  an  invention  will  be  neatly  proportioned  in  its 
applicable  scope  to  the  technical  or  marketing  capabilities  or  interests  of  the 
patent  owner,  whether  the  owner  be  an  individual,  a  small  company  or  a  large 
company.  Company  B  illustrates  a  situation  where  exclusive  field-of-use  licenses 
can  be  the  single,  most  effective  way  of  exploiting  an  invention  to  the  fullest  for 
the  benefit  of  the  public  as  well  as  the  patent  owner.  In  fact,  the  situation  is  a 
classic  example  of  the  operation  of  the  patent  incentive  to  encourage  investment 
in  innovation,  for  here  the  parties  making  the  investment  (the  licen.sees)  are 
assured  of  basic  patent  protection  before  they  start.  They  can  therefore  commit 
funds  more  generously  and  undertake  a  more  comprehensive  program  of  devel- 
opment then  might  otherwise  be  the  case. 

Those  who  oppose  licenses  to  specific  fields  of  use  within  the  patent  grant 
ignore  the  fact  that  such  licenses,  when  translated  into  marketed  products,  often 
provide  the  public  with  alternatives  that  would  not  otherwise  be  available — at 
least  until  the  patent  has  expired.  If  a  patent  owner  distributes  field-of-use 
licenses  to  various  producers  of  different  kinds  of  products,  each  licensee,  in 
adapting  the  invention  to  his  particular  product  line,  introduces  a  new  use  of  the 
original  invention.  On  the  other  hand,  if  the  patent  owner  limits  utilization  of 
the  patent  only  to  his  line  of  merchandise,  the  public  may  not  have  the  oppor- 
tunity to  enjoy  the  maximum  potential  of  the  patented  invention.  While  the 
patent  owner  must  retain  the  option  to  license  or  not  to  license,  if  he  chooses  to 
license  he  should  not  be  absolutely  foreclosed  from  licensing  less  than  his  full 
patent  right. 

The  same  principle  works  in  the  area  of  copyrights.  A  novel  is  usually  pub- 
lished first  in  hard-cover  book  form.  But  prior  to  publication  as  a  book,  it  may 
be  serialized  in  a  magazine.  The  magazine  publisher  receives  an  exclusive  right 
only  for  that  limited  purpose.  Thereafter,  the  book  may  be  licensed  separately 
for  adaptation  as  a  play  for  the  living  stage,  or  for  motion  pictures,  television  or 
other  limited  uses,  including  publication  of  a  paperback  edition.  These  licenses 
of  less  than  the  copyright  owner's  total  right,  like  the  field-of-use  license,  afford 
the  public  a  variety  of  options  and  opportunities  to  enjoy  the  work  in  different 
formats. 

It  was  pointed  out  earlier  that  the  benefit  to  the  patent  owner  from  a  licensing 
arrangement  must  be  within  or  ancillary  to  the  scope  of  the  patent  grant.  Ac- 
cordingly, license  terms  solely  for  the  benefit  of  the  licensee,  such  as  giving  him 
the  right  to  restrict  the  patent  owner  in  this  practice  of  the  invention  "  or  to 
veto  additional  licensees,"  may  understandably  encounter  difficulties  as  outside 
the  grant.  But.  obviously,  a  license  is  a  two-party  negotiated  agreement  and 
must  offer  pro.spective  advantages  for  the  licensee.  Legitimate  concerns  of  a 
licensee  which  the  patent  owner  may  properly  consider  in  negotiating  terms  of 
the  license  include  such  as  the  following,  all  of  which  can  best  be  served  by  a 
field-of-use  license :  ^' 

A  prospective  license  may  want  to  commit  himself  imder  the  licen.se  only  for 
a  particular  product  or  technological  area  in  which  he  has  a  prol)lem,  but  pre- 
fer to  avoid  commitments  in  speculative  areas  where  he  is  unable  to  make  a 
satisfactory  evaluation  or  has  no  interest. 

The  licensee  may  be  able  to  obtain  a  lower  royalty  rate  in  a  field  where  the 
patent  owner  is  not  using  the  patent,  because  in  such  fields  the  licen.see  would 
not  be  competing  with  the  patent  owner. 

A  licensee  may  prefer  a  sliding  scale  of  royalty  payments  to  ease  the  expense 
of  his  early  period  of  marketing  or  to  reduce  the  royalty  burden  as  his  volume 
increases.  Where  the  licensee  is  practcing  under  more  than  one  but  not  all  the 
fields  of  the  patent's  use,  the  field-of-use  license  provides  the  necessary  flexibil- 
ity in  the  arrangement. 

The  licensee  may  be  able  to  obtain  a  lower  total  royalty  or  lum-sum  require- 
ment for  a  paid-up  license  if  the  license  is  limited  as  to  field. 

If  the  license  calls  for  periodic  payment  of  a  minimum  royalty  to  keep  the 
license  in  force,  the  licensee  may  prefer  separate  licenses  for  each  field  so  he 


u  MrCnlloiioh  v.  Kammerer  Cort)..  IRO  F.  2fl  7.59  (ftth  Clr.  194S'). 

'^^T'nited  States   v.   Krannov,   14.S   F.Supp.   184    (E.D.   Pa.    19.5r.>.   affirmpd    .''.55   U.S.    5 
(1957). 
"T.  L.  Bowes  :  Forum  Contrihution.  Idea  12  :1129  (1968-fi9). 
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can  cancel  individual  licenses  where  he  is  unable  to  meet  the  minimum  without 
.li^tnrl.in-'  the  licenses  in  his  more  successful  fields.  . 

T  iSnsee  may  prefer  separate  field  licenses  so  he  may  later  assign  the 
licin^^s  with  tS  business  of  each  field,  whereas  a  single  license  would  be 

'°'u  wouUl  seem  undeniably  within  the  scope  of  the  patent  grant  for  a  patent 
owner  wh  could  rightfully  exclude  all  others  from  practicing  his  invention  for 
««rnnruo4  whatsoever  to  part  with  a  portion  of  that  exclusivity  corresponding 
?o  a  g  ven  fieTd  of  use  It  sLuld  be  readily  apparent  that  the  fleld-of-use  prov^- 
Hon  like  the  pcnnlssihle  territorial  limitation,  is  really  not  restrict  we  While 
-rant  of  a  license  for  a  particular  field  could  be  coupled  with  a  restriction,  the 
tvuical  field  license  standing  alone  is  nothing  more  than  permission  to  make,  use 
or  sell  in  a  defined  segment  of  technology.  It  neither  expressly  nor  impliedly 
authorizes  or  denies  any  right  of  the  licensee  with  respect  to  any  other  techno- 
logical area  within  the  patent's  scope.  The  licensee  can  operate  m  other  fields 
of  the  invention  on  precisely  the  same  basis  and  subject  to  the  same  conse- 
quences for  infringement  as  anyone  else,  without  regard  for  whether  or  not  he 
Is  a  licensee  under  some  other  field  covered  by  the  patent. 

Here,  semantics  have  become  important.  The  Department  of  Justice  sees  no 
difference  between  a  license  containing  a  positive  prohibition  against  sales  in  a 
particular  field  and  a  patent  license  limited  to  a  particular  field ;  it  would  con- 
demn both  as  illegal  divisions  of  markets."  It  regards  the  fact  that  m  most 
instances  the  licensee  in  fact  does  not  stray  into  the  unlicensed  area  as  evidence 
of  a  tacit  agreement  to  divide  the  market.  Here  the  Department  of  Justice  is 
reading  the  facts  to  prove  what  it  wants  to  prove,  in  total  disregard  of  business 
reality :  the  licensee  usually  stays  within  the  licensed  field  because  that  is  where 
his  interests  lie  or  because  he  simply  doesn't  wish  to  be  sued  for  infringement. 
Indeed,  the  patent  owner  doesn't  need  his  licensee's  agreement  not  to  infringe. 
The  patent  itself  is  suflScient. 

Implicit  in  the  position  of  the  Department  of  Justice  is  the  necessary  presump- 
tion that  the  licensee,  absent  his  license  to  the  limited  field,  would  promptly 
infringe  outside  that  field.  By  renting  a  farmer's  oxen,  the  Department  is  saying, 
one  by  implication  agrees  not  to  covet  the  farmer's  wife!  Maybe  so.  But  by 
licensing  a  field  of  use,  the  licensee  makes  no  promises  with  respect  to  other 
fields  within  the  patent's  scope. 

There  is  a  paradox  in  the  Department's  position.  While  it  urges  that  fleld-of- 
use  patent  licenses  are  just  as  illegal  as  efforts  at  market  division  where  no 
patents  are  involved,  it  would  sanction  such  licenses  where  the  patent  owner 
was  reserving  to  himself  a  portion  of  the  total  field  covered  by  the  patent."  It 
would  .seem  that  if  the  licensee  is  impliedly  agreeing  to  stay  out  part  of  the 
patent's  field  in  one  case,  he  is  doing  so  in  the  other.  So  if  business  justification 
exists  in  one  case,  the  justifying  facts  should  at  least  be  considered  in  the  other. 
Moreover,  an  agreement  to  divide  markets  between  competitors  constitutes  a 
per  se  violation  of  Section  1  of  the  Sherman  Act.^°  If  field-of-use  licenses  are 
equated  to  division  of  market  agreements  then  they,  too.  must  be  per  se  antitru.st 
violations.  On  what  basis,  then,  can  the  Department  of  Justice  find  some  field- 
of-u.sc  licenses  justifiable  and  others  not? 

Before  this  broader  attack  on  field-of-use  licensing,  the  primary  objection  of 
the  Dejiartment  of  Justice  in  this  area  seemed  to  be  the  field-of-use  license  in 
which  the  field  was  divided  among  licensees  who  would  otherwise  compete.^ 
Such  an  ol)jection  implies  the  mechanical  application  of  valid  antitrust  princi- 
ples but  without  considering  th.e  rationale  and  justification  for  the  practice  in 
tlio  patent  context.  A  field-of-use  licensing  program  can  be  well  within  the  scope 
of  the  jiatent  grant  and  should  yield  to  antitrust  only  if  coupled  with  anticom- 
petitive acts  that  remove  it  beyond  that  .scope  and  into  the  province  of  antitrust. 
So,  too,  is  a  licensing  program  limiting  re.sale  of  patented  products  purchased 
from  the  licensor  to  specified  fields  or  to  specified  classes  of  customers.  The 
argument  has  been  made  that  such  practices  are  analogous  to  controlling  resale 
prirri>  of  i)a tented  products.  On  tlie  theory  that  the  first  sale  of  patented  prod- 
uct removes  it  from  the  scope  of  the  patent  grant,  the  control  of  resale  prices  is 
considered  a  mirsuse  of  the  patent." 

"  I'.nif(.  n.  Wilson.  Spoolnl  Assistant  to  the  Assistant  Attorney  Gener.il.  Pafent.1  and 
AtitilruHt:  The  Lcfiitimate  Hnuiulx  of  the  Lnuiful  Monopoly.  Address  before  The  Patent 
hnw  Assorlnflnn  of  PIttshnrcli.  Novomhor  10   1969 

'■■  M'hitr  ifotnr  Co.  x\  Vnitrtl  f<tntca.  ?,12  U.S.  2.53  (lOfi."?) 

'"K  a.,- mo  ml  C.  Nonlhans  and  Edward  F.  .Turow  :  Patent-Antitrust  Law,  at  265.  .Tiiral 
Pnhllsf.Inc  Po.    'in«l.  SiiPP-  I^C'S)  :  The  Ansul  Co.  et  al.  v.  Uniroyal,  Inc.,  163  U.S.P.Q. 
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The  critical  distinction,  however,  is  that  the  patent  extends  to  all  uses  of  the 
patented  product,  and  hence  the  analogy  to  price  control  is  inapposite.  Indeed, 
the  patent  owner's  control  over  use  of  his  patented  product,  to  the  extent  he 
chooses  to  exercise  it,  is  part  of  the  essence  of  his  right.  And  no  valid  reason 
appears  why  this  right  should  not  follow  the  product  in  its  first  sale  by  his 
licensee,  assuming  notice  to  the  purchaser.  The  patent  right  has  not  yet  been 
exhausted. 

The  Department  of  Justice  is  clearly  committed  to  the  destructive  extension 
of  antitrust  principles  in  this  aspect  of  patent  licensing.  On  the  other  hand, 
President  John.son's  White  House  Task  Force  on  Antitrust  Policy,  in  a  report 
released  and  commented  on  favorably  by  Assistant  Attorney  General  McLaren," 
recommended  that  patent  owners  be  denied  the  right  to  grant  exclusive  licenses 
except  (ts  to  specific  fields  of  use.''  The  patent  owner  would  be  required  to  apply 
to  the  Federal  Trade  Commission  for  certification  that  such  a  license  was  neces- 
sary to  the  commercial  utilization  of  the  invention. 

The  courts  have  been  more  solicitous.  In  1938  the  Supreme  Court  expressly 
sanctioned  the  field-of-use  concept  in  the  General  Talking  Pictures  case."  Since 
then,  license  to  use  in  a  specified  field  or  to  sell  to  customers  for  u.se  only  in  speci- 
fied fields  has  been  widely  upheld.^"  Adverse  decisions  have,  of  course,  resulted 
where  the  geld-of-use  provision  was  coupled  with  means  which  in  toifcal  import 
violated  antitrust  principles.^  " 

The  example  of  Company  B  shows  the  type  of  problem  facing  the  corporate 
patent  owner.  But  the  situation  of  the  private  inventor,  research  company  or 
university  can  readily  be  envisioned  as  even  more  difficult,  for  they  must  often 
rely  exclusively  on  licensing  to  bring  their  inventions  into  public  use.  They 
must  literally  sell  out  to  a  large  company  capable  of  exploiting  all  the  major 
fields  of  use  of  the  invention,  or  in  shaping  a  licensing  program  run  the  consid- 
erable risk  of  exposing  their  patents  to  the  vagaries  of  court  decisions  or  the 
pressures  of  the  Department  of  Justice. 

The  President's  Commission  on  the  Patent  System,  appointed  by  President 
Johnson,  singled  out  such  licenses  as  a  particular  object  of  concern.  Recommen- 
dation XXII  of  the  Commission  states :  ^° 

The  licensable  nature  of  the  rights  granted  by  a  patent  should  be  clarified  by 
specifically  stating  in  the  patent  statute  that:  (1)  applications  for  patents,  pat- 
ents, or  any  interest  therein  may  be  licensed  in  the  whole  or  in  any  specified 
part,  of  the  field  of  use  to  which  the  subject  matter  of  the  claims  of  the  patent 
are  directly  applicable  .  .  .   (Emphasis  added.) 

This  Recommendation  has  not  been  included  in  patent  bills  submitted  by  the 
Administration  or  by  Senator  McClellan,  apparently  because  of  opposition  from 
the  Justice  Department.^ 

The  patent  statute  now  permits  the  licensing  of  a  patent  or  patent  application 
in  "the  whole  or  any  specified  part  of  the  United  States."  It  is  .submitted  that  the 
statute  should  provide  also  for  the  licensing  of  the  patent  or  patent  application 
for  the  whole  or  any  specified  use  to  which  the  invention  can  be  applied.  It 
seems  clear,  as  the  President's  Commission  recognized,  that  the  detriment  to 
the  public  from  categorically  forbidding  either  the  territorially-limited  or  field- 
of-use  far  outweighs  any  risks  in  sanctioning  these  established  practices. 

2.  The  right  to  license  (or  not  to  license) 

Company  C  owns  a  patent  and  manufactures  and  sells  products  covered  by  its 
patent.  The  company  is  of  modest  size  and  through  its  relatively  small  sales 
organization  is  unable  to  reach  all  the  geographical  areas  in  which  its  product 
would  find  a  market.  From  among  its  dozen  competitors  it  selects  four  whose 
marketing  ability  and  reach  will  supplement  its  own  and  give  adequate  coverage 
of  the  neglected  areas.  These  companies  are  anxious  to  add  the  product  to  their 
lines  becaiise  they  see  opportunities,  through  sales  and  advertising  efforts,  for 
profitable  expansion.  Similarly,  Company  C,  by  licensing  these  four  companies. 


1'  General  Talking  Pictures  Corp.  v.  Western  Electric  Co.,  30.5  U.S.  124  (19381. 

1^  H.  Thomas  Anstern  :  Fish  Traps.  Indians,  and  Patents:  The  Antitrust  Validity  of 
Patent  License  Pestrictions  on  Sales  Price,  Field  of  Use,  Quantity,  and  Territory.  U.  of 
Pittsbnrch  Law  Rev.  28  :181.  188  dgeO). 

^9  .T.  G.  .Jackson  and  E.  L.  Jackson  :   Use  Limitations  in  Patent  Licenses.  Idea  12  :657 

rinfis-o). 

2"  Report  of  the  President's  Commission  on  the  Patent  System,  U.S.  Government  Print- 
ing Office  (1966). 

^  Senator  McCIellan's  statement  accompanving  introduction  of  S.  27ii6.  Congressional 
Record,  August  1,  1969,  page  S.  8952. 
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seeks  a  return  bv  wav  of  royalties  from  sales  it  could  not  make  itself.  Although 
compi'titors  not' favored  with  a  license  have  requested  one,  Company  C  has 
declined  because  further  licensing  would  so  dilute  the  market  as  to  make  it 
unprulitable  for  anv  of  the  licensees  as  well  as  for  Company  C.  The  Department 
of  Justice  liears  from  a  rejected  competitor  and  presses  Company  C  to  license  it. 
The  company  complies  but  wishes  now  it  had  refused  to  license  anyone. 

It  would  seem  unnecessary  at  this  stage  of  our  nation's  commercial  develop- 
ment to  rai.se  the  question  of  the  patent  owner's  right  to  license  or  not  to  license. 
However,  the  Department  of  Justice  has  in  fact  exerted  pressure  on  patent 
owners  to  grant  additional  licenses.  Moreover,  a  recommendation  of  the  White 
IIou.se  Task  Force  on  Antitrust  Policy  would  require  a  patent  owner  granting 
one  license  under  his  patent  to  grant  all  financially  qualified  and  reputable  ap- 
plicants a  license  under  terms  "neither  more  restrictive  nor  less  favorable"  than 
the  first  license." 

The  Task  Force  engages  in  an  inconsistent  dichotomy.  It  acknowledges  that  a 
patent  confers  on  the  patentee  "the  right  to  exclude  others  from  the  field  covered 
by  the  patent"  and  declares  allegiance  to  the  antitrust  "goal"  of  preventing  use 
of  a  patent  beyond  its  scope.  But  then  it  concludes  :  "^ 

That  goal  will  be  served  by  denying  the  patentee  the  right  to  confine  use  of  the 
patent  to  a  preferred  group  and  requiring  that  if  the  patent  is  licensed  it  shall 
hr  oi>( II  to  competition  in  its  application.  (Emphasis  added.) 

If  tlie  patent  statute  gives  the  right  to  exclude,  it  is  clearly  within  the  scope 
cf  the  grant  to  deny  licenses  altogether  or,  equally,  to  deny  additional  licenses 
after  tiie  first.  But  the  Task  Force  would  automatically  cancel  the  remaining 
right  of  the  patent  owner  not  to  license  solely  for  the  reason  that  he  did  license 
once  before.  The  Task  Force  at  once  acknowlecUjcs  the  proper  limitation  of  anti- 
trust sanctions  to  matters  heyond  the  patent's  grant  and  the  determination  to 
penetrate  the  grant  in  the  name  of  antitrust. 

It  is  revealing  tliat  one  dissenting  member  from  the  Task  Force's  Report  was 
of  tlie  opinion  that  they  had  "given  too  little  attention  to  the  patent  field"  to  em- 
bark on  such  recommendations.^  These,  indeed,  appear  to  be  accurate  observa- 
tions." 

Further  evidence  of  the  uncertainty  facing  the  licensing  patent  owner  is  a 
recent  court  decision.  The  patent  owner  had  already  licensed  his  patent  and  put 
his  invention  into  public  use,  but  the  court  had  this  to  say  in  dictum  about  his 
refusal  to  grant  the  defendant  a  license : " 

An  owner  of  a  patent  cannot  assert  his  rights  imder  the  law  and  Constitution 
if  sucli  owner  refuses  to  make  u.se  of  a  patent,  or  to  license  a  patent  so  that  it 
may  be  of  use  to  the  public,  or  refuses  to  license  an  applicant  when-  it  has  already 
(/ranted  a  license  to  the  applicant's  competitor.  (Emphasis  added.) 

It  is  of  interest  to  compare  the  language  with  that  of  a  decision  of  the  same 
court  (different  judge)  rendered  four  months  earlier :  ^ 

Plaintiff  has  no  duty  to  grant  a  license  to  defendant  under  the  patent  in  suit, 
merely  because  defendant  has  requested  such  a  license.  A  patent  owner  has  the 
right  to  grant  a  license  to  some,  as  he  chooses,  without  granting  a  license  to 
others.  (Emphasis  added.) 

The  selection  of  licensees  is  an  important  undertaking.  As  indicated  earlier, 
activities  reflecting  discredit  on  the  invention,  such  as  a  poorly  conceived  sales 
ai»i>roach  or  inadequate  servicing  of  the  product  after  sale,  can'in  fact  harm  the 
riehts  remaining  with  the  patent  owner.  The  Task  Force  would  meet  the  problem 
by  requirins  compul.sory  licensing  only  of  parties  who  are  financially  resnonsible 
and  of  good  reputation.  Obviously,  tliis  is  not  enough.  It  must  remain  the  right 
of  the  patent  owner  to  select  his  partners  by  criteria  in  addition  to  solvencv  and 
reputation. 

M'b.-n  the  patent  owner  negotiates  a  license,  he  is  committing  himself  for  the 
life  of  the  license,  which  typically  is  for  the  life  of  the  patent.  With  the  shifting 
and  unjiredictable  positions  of  the  courts  and  the  continuing  threats  from  the 
T)f'Pnrt!iK-nt  of  Justice,  it  is  becoming  increasingly  diflScult  to  plot  a  reasonable 
and  yet  'legal"  course  in  licensing  (or  not  licensing)  natents.  Legislative  inter- 
vention to  clarify  the  right  to  license  or  not  to  license  is  surely  in  order. 
.?.  Thr  freely  negotiated  royalty 

Patent  owner  D  licensed  sixteen  companies  who  were  eager  to  practice  the 
tedmnlogy  of  the  patent.  Royalty  and  other  terms  were  essentially  the  same  for 

"  Suvrn  Nntp  0  nt  4. 

^S'uprn  "Soto  f)  nt  2if1 

»'  f^iiprn  Xritf>  n  nt  27. 

^Bcla  Seatlno  Co.,  Inc.  v.  Poloron  Products,  Inc.,  160  U.S.P.Q.   040    (N.D.   111.   1008). 
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each  licensee,  following  hard  negotiations  for  the  first  license.  One  company 
declined  to  accept  a  license  because  it  regarded  the  royalty  as  too  high.  Several 
years  later  it  began  producing  and  selling  the  patented  product,  and  D  promptly 
sued  for  infringement.  The  infringer's  defense  was  that  D  should  not  be  per- 
mitted to  enforce  his  patent  because  the  royalty  it  charged  licensees  was  so 
exorbitant  and  oppressive  as  to  violate  the  antitrust  laws.  The  court  agreed, 
and  an  extensive  and  successful  licensing  program  was  placed  in  jeopardy. 

That  a  court  would  intervene  in  the  business  judgments  of  parties  who  freely 
negotiated  a  given  royalty  in  a  licensing  arrangement  would  seem  to  stretch  the 
imagination.  But  the  above  situation  is  taken  from  real  life.  The  Court  of  Ap- 
peals for  the  Seventh  Circuit  did  in  fact  hold  in  1966  that  a  royalty  found  to  be 
•'exorbitant  and  oppressive"  could  be  a  per  se  violation  of  the  antitrust  laws  on 
the  theory  that  prices  could  effectively  be  fixed  by  requiring  such  a  royalty.-" 
On  remand  for  determination  of  whether  the  royalty  here  was  in  fact  "exorbi- 
tant and  oppressive,"  the  District  Court  concluded  it  was  not.-"  But  the  propo- 
sition stands  as  precedent,  at  least  in  the  Seventh  Circuit. 

Prior  to  the  foregoing  decisions  the  Supreme  Court  had  spoken  unequivocally 
on  the  right  of  the  patent  owner  to  negotiate  any  royalty  acceptable  to  a  li- 
censee. In  1926  the  Court  said :  ^ 

Conveying  less  than  title  to  the  patent  or  part  of  it,  the  patentee  may  grant  a 
license  to  make,  use  and  vend  articles  under  the  .specifications  of  his  patent  for 
any  royalty  .  .  . 

Again,  in  1964  the  Supreme  Court  reaflBrmed  this  position  :  ^ 

A  patent  empowers  the  owner  to  exact  royalties  as  high  as  he  can  negotiate 
with  the  leverage  of  the  patent  monopoly. 

A  thoroughly  reasoned  decision  in  the  Ninth  Circuit  in  1957  reached  the  same 
conclusion,  stoutly  defending  the  right  of  a  patent  owner  to  set  his  royalty  (while 
holding  against  him  for  patent  misuse  on  other  grounds)  : "" 

To  say  that  the  mere  amount  of  money  due  and  payable  for  the  grant  of  a 
license  is  subject  to  judicial  review  would  render  each  and  every  agreement 
made  subject  to  court  approval. 

Where  royalty  is  excessive  the  problem  is  usually  self-adjusting.  It  means 
simply  that  the  parties  did  not  comprehend  the  nature  of  the  market  or  under- 
estimated the  competition.  Once  the  agreement  is  signed,  both  parties  want  the 
product  sold.  If  excessive  royalty  forces  the  selling  price  to  uncompetitive  lev- 
els, it  would  be  a  rare  and  shortsighted  patent  owner  who  would  not  be  willing 
to  reduce  the  royalty  in  exchange  for  larger  .sales  volume  and,  ultimately, 
greater  royalty  income. 

A  royalty  freely  agreed  to  by  the  parties  in  what  they  initially  conceive  to  be 
their  mutual  interests  shoiild  be  left  to  the  parties  for  further  negotiation  if 
their  mutual  interests  are  no  longer  being  served.  The  threat  of  judicial  refor- 
mation of  royalty  provisions  or,  worse,  of  judicial  determination  that  a  royalty 
estal)lished  by  mutual  agreement  is  ex  post  facto  an  antitrust  violation  should 
be  laid  to  rest  by  statute. 

^.  Royalty  differential  between  nonexclusive  licensees 

Company  E  produces  a  patented  chemical  and  sells  in  bulk  to  industrial  users 
for  reprocessing  into  other  products  and  in  finished  form  to  individual  customers 
for  their  use.  Royalty  is  set  in  each  mai-ket  to  account  for  the  high  volume  pur- 
chases of  the  industrial  user  and  low  volume  purchases  of  the  individual  cus- 
tomers, both  in  keeping  with  competition  in  each  field. 

As  in  the  above  situation  and  the  earlier  examples  of  Company  A  and  Com- 
I'any  B.  business  realities  often  demand  different  royalty  rates  among  licensees 
under  the  .same  patent. 

Despite  many  court  decisions  clearly  holding  the  patent  owner  entitled  to  any 
royalty  or  financial  arrangement  he  can  negotiate  (on  the  theory  that  he  does 
not  have  to  license  anyone),  where  two  or  more  licensees  paying  different  royal- 
ties under  the  .same  patent  enter  the  picture  the  patent  owner's  position  is  less 
certain.  A  judicial  trend  may  or  may  not  be  indicated  in  the  most  recent  deci- 
sions close  to  the  point,  but  varying  leasing  rates  for  the  same  patented  ma- 


-•'■  Amrricait  Photocopn  Equipment  Co.  v.  Rovico.  Inc..  148  F.S.P.Q.  fi?.l    rrth  Olr.  infifi). 
-  Amej-iron  Photocopy  Equipment  Co.  v.  Rovico.  Inc.,2o7  F.  Sunn.  192   fND    111    lOfifi)  • 
nflirinpfl.  ."^94  F.  2a  Sl.S  (7th  Cir.  IDfiTi.  t  .        .  . 

='-  T'niterl  l^tate-i  v.  Genernl  Electric  Co..  272  U  S   470   4Srt  fl026> 
^  Brulotte  v.  Thi/s  Co..  .370  U.S.  20  (1964)  :  14.S  U.S.P.Q.  264.  266  (1964) 
="  Stearns  et  al.  v.  Tinker  and  Rasor  et  al.,  116  U.S.P.Q.  222.  2.35  (0th  Cir   1957) 
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chines  have  been  held  to  violate  Section  2  of  the  Sherman  Act  Section  5  of  the 
Fe  l"  ral  Trade  Commission  Act,  and  to  be  a  patent  misuse.^  In  those  cases  differ- 
ent rentals  (rovalties)  were  held  to  be  anticompetitive  in  effect  even  though 
alh'Kodly   based   on   the   proportion    of   labor   saved   by    use    of   the   patented 

'"'Moreover  a  principal  recommendation  of  President  Johnson's  White  House 
Tisk  Force' on  \ntitrust  Policy  would  require  all  subsequent  licenses  to  be  on 
terms  "neither  more  restrictive  nor  less  favorable"  than  the  first  license.  Mr. 
McI  aren  has  alluded  to  this  recommendation  in  public  addresses  but  says  he  is 
'•not  at  this  time"  taking  a  position  of  approval  or  disapproval.  A  more  recent 
statement  bv  a  Department  of  Justice  representative,  however,  approves  differ- 
ent rovaltv  rates  for  different  uses  if  the  patent  owner  freely  licen.ses  all  uses. 

Despite 'the  compelling  business  justifications  for  such  arrangements,  patent 
owners  are  understandably  concerned  over  the  uncertaintly  of  differential  royal- 
ties. This,  too,  needs  legislative  clarification. 

5.  The  royaliii  hasc 

Oil  well  drilling  Company  F  licenses  a  patent  on  a  method  for  treating  the 
formation  to  increase  oil  production.  The  method  involvs  use  of  chemicals 
already  employed  in  the  drilling  process  for  other  purposes.  It  is  not  feasible 
for  the  compaiiv  to  install  special  equipment  to  monitor  use  of  the  old  chemicals 
for  the  new  purpose.  The  parties  agree  that  royalty  will  be  determined  on  the 
basis  of  average  improvement  in  oil  production  each  month  over  a  predetermined 
level. 

Ideally,  royalty  under  a  patent  is  based  on  the  number  of  patented  products 
produced  or  sold.  But  frequently  the  patent  covers  a  process  or  a  part  of  a 
machine  or  composition  instead  of  the  final  product.  In  such  event  the  royalty 
to  which  the  patent  owner  is  entitled  may  be  based  on  some  unpatented,  measur- 
able parameter. 

In  complex  situations,  however,  such  as  that  facing  the  Company  F,  a  less 
responsive  or  even  non-responsive  basis  is  appropriate.  For  example,  in  the 
manufacture  of  television  and  radio  sets  involving  many  patents,  royalty  based 
on  total  sales  has  been  upheld.^^  The  rationale  advanced  by  the  Supreme  Court 
is  the  convenience  of  the  parties  and  the  ab.sence  of  coercion  by  the  patent 
owner.  Other  decisions  where  royalty  is  paid  regardless  of  whether  all  of  a 
large  number  of  patents  are  used  rest  on  the  premise  that  the  licensee  is  paying 
for  the  jirivilege  to  use  them.^'^ 

While  decisions  raising  the  issue  are  usually  reasonable  on  the  facts,  litigation 
on  the  point  has  in  every  case  put  the  party  defending  the  practice  to  great  pains 
and  expenses.  A  simple  legislative  afiirmance  of  the  right  to  base  royalty,  fee  or 
purchase  price  for  a  patented  invention  on  any  mutually  agreeable  parameter, 
absent  coercion  by  the  patent  owner,  would  alleviate  one  troublesome  aspect  of 
patent  litigation. 

6.  Royalty  for  the  package  license 

Municipality  G.  operates  a  sewage  treatment  plant.  Different  conditions  of 
temiierature,  .solids  content  and  other  properties  of  the  sewage  require  different 
treatments  to  achieve  .separation  of  the  solids.  The  muncipality  takes  a  license 
under  a  group  of  patents  which  together  offer  advantages  in  treating  the  munici- 
pality's sewage  under  most  of  the  conditions  encountered.  Some  conditions  re- 
quin-  i)ractice  of  one  combination  of  patents,  other  conditions  require  another 
romliination.  Since  all  the  patents  relate  to  a  single  ultimate  purpo.se,  namely. 
the  treatment  of  sewage,  and  since  it  was  not  possible  to  separate  the  patents  as 
to  imiiortanfc.  tlie  licen.se  agreement  calls  for  payment  of  royalties  until  the  last- 
to-expire  of  the  licensed  patents. 

Thi're  are  two  central  aspects  to  the  licensing  of  a  group  or  "package"  of 
patents  of  sinn-ial  interest  here.  The  first  is  the  legality  of  the  package  license : 
the  .second  is  the  validity  of  an  agreement  that  states  a  single  royalty  for  use  of 
any  one  or  more  of  the  licensed  patents,  such  royalty  to  continue  so  long  as  any 
of  tlip  liconsed  patents  are  alive. 

Thf  owiu-r  of  a  valuable  patent  is  theoretically  in  a  position  to  coerce  a  poten- 
tial lif-ensce  Into  accepting  a  license  under  other  patents  of  lesser  or  no  value.  It 

j^_!!  ^<^"'"'  flndio  Corp.  v.  Tlazcltinr.  Research,  Tnc,  SO  S.  Ct.  15G2   (1969)  :  Ifil  U.S.P.Q. 
"  Fuprn  Notp  IR  at  1R.1. 
"  Automatic  Radio  Mfg.  Co.  r.  IfazeUine  Research.  Inc..  339  U.S.  .S27  (1950). 
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has  been  held  that  a  party  who  seeks  or  voluntarily  accepts  a  package  license 
does  not  thereby  impose  antitrust  or  patent  misuse  liability  on  the  patent 
owner.^  ^  But  where  the  patent  oivner  insists  that  the  license  include  more  pat- 
ents than  the  licensee  wants,  and  the  patents  cover  more  than  a  single  product, 
the  courts  have  held  the  package  to  constitute  an  illegal  tying  arrangement.** 
Where  a  single  product  is  involved,  a  mandatory  package  may  be  permissible,*^ 
although  ultimately  this  question  will  depend  on  whether  tying  arrangements 
are  held  to  be  per  se  violations  of  the  antitrust  laws  or  subject  to  a  rule  of 
reason.*"  Fairly  clear  and  objective  criteria  have  been  spelled  out  for  deter- 
mining the  legality  of  a  package  license. 

But  the  second  aspect  of  package  licensing  is  more  troublesome.  Given  the 
judicial  approval  for  voluntary  package  licensing  and  the  business  realities  lead- 
ing to  the  practice,  it  would  follow  that  a  royalty  established  during  negotiations 
contemplates  the  value  of  the  total  package  and  carries  no  implication  of  the 
value  of  the  individual  patents.  In  fact,  particularly  in  a  situation  like  that  of 
Municipality  G  exemplified  above,  it  is  manifestly  impossible  to  assign  such 
values.  Moreover,  in  many  cases,  the  patents  cover  alternate  ways  of  doing  the 
same  thing,  or  features  that  are  mutually  exclusive  and  cannot  be  used  together 
in  a  single  product. 

The  problem  of  royalties  does  not  become  acute  until  some  of  the  patents  in 
the  package  begin  to  expire.  At  that  time,  assuming  the  licensee  is  still  practic- 
ing under  one  or  more  of  the  patents  in  the  original  package,  should  the  royalty 
be  reduced  as  each  patent  expires?  If  so,  by  how  much?  If  not,  is  the  licensor 
guilty  of  extending  the  monopoly  of  the  expired  patents? 

The  division  of  the  inventions  between  the  various  licensed  patents,  where  all 
relate  to  the  same  product  or  product  line  or  process,  is  often  for  the  adminis- 
trative convenience  of  the  Patent  Office.  And  the  initial  royalty  and  license  are 
based  on  the  totality  of  the  subject  matter  to  which  the  licensee  desired  access. 
It  would  therefore  seem  reasonable  in  such  instances  to  permit  royalty  pay- 
ments to  continue  so  long  as  any  patent  in  the  original  package  that  is  being 
used  remains  unexpired. 

The  courts  are  in  conflict.  In  the  Tenth  Circuit  the  practice  of  permitting 
royalties  to  continue  has  been  approTed,*^  as  it  was  earlier  by  the  Supreme 
Court.**  But  in  the  Third  and  Sixth  Circuits  the  same  practice  has  been  held  a 
patent  misuse.**  ** 

The  pragmatic  effect  of  the  diversity  of  opinions  in  the  courts  leaves  the  pat- 
ent owner  defenseless  against  the  prospective  licensee  who  negotiates  a  royalty 
for  a  group  of  patents  when  he  really  wants  access  to  only  one.  After  negotiating 
for  the  package,  he  then  asks  for  a  license  under  a  single  patent  and  insists  on 
a  pro  rata  reduction  in  royalty  under  pain  of  a  charge  of  misuse  or  illegal  tying. 

If  the  parties  are  unable  or  disinclined  to  agree  to  a  royalty  breakdown  at  the 
incention  of  the  license,  absent  a  paf^kage  ba.sed  on  coercion,  and  if  at  least  one 
significant  patent  is  still  alive  and  being  practiced,  the  full  royalty  should  con- 
tinue as  agreed  upon.  Needless  and  exnensive  litigation  could  be  avoided  by 
statutory  acknowledgment  of  this  practical  resolution  of  the  problem. 

~.  Royalty  payment  after  expiration  of  patent 

Patent  owner  H  licen.ses  a  small,  capable  company  under  an  important  patent. 
It  was  anticipated  at  the  negotiations  that  fairly  substantial  sums  would  have 
to  be  invested  by  the  licensee  to  develop  the  product  for  market.  Accordingly, 
no  initial  payment  was  required  by  H.  but  royalties  were  set  at  a  compensating 
level.  The  product  was  duly  developed  and  marketed,  with  success.  However. 
unfore.seen  events  cau.sed  a  financial  crisis  in  the  company,  and  it  was  unable  to 
maintain  its  royalty  commitment's.  H  aereed  to  accept  payment  of  hack  royalties 
over  a  period  of  years,  which  extended  beyond  expiration  of  the  patent.  All  roy- 
alties were  based  solely  on  activities  under  the  patent  before  it  expired. 

A  1964  Supreme  Court  decision  in  Brulotte  v.  Thys  Co.  held  that  a  license 
requiring  payment  of  royalties  after  expiration  of  the  last-to-expire  of  a  group 


^American  Securitu  Co.  v.  Shatterproof  Glass  Corp..  268  F.  2d  769  (3rd  Clr.  1959), 
cer(.  rferijerf.  361  U.S.  902. 

35  Tnternationnl  Mfq.  Co.  v.  Landon.  Inc..  3.36  F.  723  (Oth  Clr.  19R4). 

3"  Northern  Pacific  Railroarf  Co..  v.  United  States.  3.56  TT.S.  1  n9.'iS). 

'^  Well  Survcj/s.  Inc.  v.  Perfo-Log,  Inc..  .396  F.  2d  15  (10th  Clr.  1968).  cert,  denied. 
393  U.S.  9.51  :  McCullough  Tool  Co.  v.  Well  Surveys,  Inc.,  343  F.  2d  381  (10th  Clr. 
1965),  cert,  denied  383  U.vS.  933. 

^Rocform  Corp.  v.  Acitelli-Standard  Concrete  Wall,  Inc.,  367  F.  2d  678  (6th  Cir.  1966). 
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of  licensed  i.at.-nts  was  an  attempt  at  projecting  the  patent  monopoly  and  hence 
a  misuse*  rneasiness  with  the  arrangement  exemphhed  ahoye  stems  from  the 
alleKation  in  Hrulotte  that  payments  were  simply  being  spread  over  an  extended 
nerU  The  Court,  however,  found  "intrinsic  evidence"  that  post-expiration  pay- 
ments were  for  post-expiration  activities.  There  can  be  little  dispute  that  the 
court  reached  the  proiier  conclusion  on  its  interpretation  of  the  facts 

A  patent  owner  should  be  free  to  negotiate  the  best  royalty  terms  he  can  get, 
so  long  as  the  rovalties  are  tied  to  activities  taking  place  during  the  life  of  the 
mtent  If  the  licensee  under  the  patent  is  unable  to  carry  the  royalty  burden, 
navments  based  on  use  of  the  patent  during  its  life  should  be  permitted  to  extend 
over  wliatever  period  the  parties  agree  is  tolerable,  even  though  the  payments 
continue  after  the  patent  expires.  ^  .     ,.  „        ^  «.     <> 

While  the  Supreme  Court  did  not  expressly  rule  out  installment  i>ayment  of 
rovalty  the  Brulotte  case  has  been  interpreted  by  some  to  mean  that  any  pay- 
ment of  rovalties  bevond  the  patent's  expiration  would  be  a  misuse.  Whether 
through  inadvertence  or  by  design,  the  Court  has  left  doubt  in  the  minds  of 
many  as  to  the  legality  of  post-expiration  installment  payments.  This  question 
could  be  settled  by  legislative  approval  of  po.st-expiration  payment  of  royalties 
accrued  during  the  life  of  the  licensed  patents. 

RESOLUTION  OF  THE  PATENT-ANTITRUST  "CONFLICT" 

Reference  was  earlier  made  to  the  dual  nature  of  the  innovation  the  patent 
system  is  intended  to  provide.  The  elements  of  innovation  w^ere  seen  to  he  (1) 
tiie  incentive  to  invent  (or  invest  in  invention),  and  (2)  the  ability  to  market. 
This  duality  rests  on  the  premi.se  that  a  patent  has  done  less  than  its  job  if  it  is 
not  put  to  work — either  by  the  patent  owner  or  his  licensee. 

Too  often  the  apparent  conflict  between  the  patent  and  antitrust  concepts  is 
resolved  by  examining  whether  striking  down  the  patent  owner's  licensing  ar- 
rangements would  impair  the  operation  of  the  incentive  to  invent.  Professor 
Donald  F.  Turner,  former  Assistant  Attorney  General,  has  made  precisely  this 
point  when  he  contends  that  "antitrust  does  not  retard  technological  progress."  ^ 
As  a  result,  the  impact  of  antitrust  on  the  patent  system  is  only  measured  by  its 
impact  on  one  of  the  two  essential  ingredients  of  innovation. 

Certainly  there  could  be  an  extreme  reached  in  antitrust  enforcement  where 
the  incentive  to  invent  would  be  clearly  affected.  But  before  that  point,  the  inno- 
vation fostered  by  the  patent  system  could  be  severely  impaired  through  unduly 
limiting  the  right  of  the  patent  owner  to  secure  the  ability  to  market  his  inven- 
tion by  licensing  his  patent. 

The  need  for  legislative  rapprochement  between  patents  and  antitrust  was 
advanced  in  196G  by  President  Johnson's  Commission  on  the  Patent  System.  In 
its  report,  an  integrated  analysis  of  the  entire  patent  statute  was  presented  and 
recommendations  made  for  change. °"  Despite  its  primary  mission  to  examine  the 
state  of  the  patent  laws,  the  Commission  saw  the  problems  facing  the  patent 
owner  in  a  menacing  antitrust  climate  and  presented  the  following  as  its  Rec- 
ommendation XXII : 

The  licensable  nature  of  the  rights  granted  by  a  patent  should  be  clarified  by 
specifically  stating  in  the  patent  statute  that:  (1)  applications  for  patents, 
patents,  or  any  interests  therein  may  be  licensed  in  the  whole,  or  in  any  specified 
part  of,  the  field  of  une  to  which  the  subject  matter  of  the  claims  of  the  patent 
are  directly  applicable,  and  (2)  a  patent  owner  shall  not  be  deemed  guilty  of 
patent  misuse  merely  becau.se  he  agreed  to  a  contractual  provision  of  imposed  a 
condition  on  a  licensee,  which  has  (a)  a  direct  relation  to  the  disclosure  and 
claims  of  the  patent,  and  (b)  the  performance  of  which  is  reasonable  under  the 
cirruw sinners  to  secure  to  the  patent  owner  the  full  benefit  of  his  invention  and 
patent  grant.  This  recommendation  is  intended  to  make  clear  that  the  "rule  of 
reason"  shall  constitute  the  guidelines  for  determining  patent  misuse.  (Emphasis 
added. ) 

It  must  be  noted,  however,  that  this  well-reasoned  approach  by  the  President's 
Commission,  while  conceptually  sound,  is  not  without  diflSculty.  It  was  earlier 
pointed  out  that  patents,  by  statute,  have  the  "attributes  of  personal  property." 
As  such,  the  terms  of  disposition  of  patent  property,  where  the  terms  are  in  and 

9«*i^?"Mnn«\ '''o '■"'*';  •  f'"f*'^;Jff<trusf  and  Tnnovation.  ITnlv.  of  Plttshnr-'h  Laxv  Hpv. 
13-88  (1969)  Gerald  Kadlah  :  Patents  and  Antitrust:  Guides  and  Caveats.  Idea 
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of  themselves  legal,  should  at  least  carry  a  presumption  of  reasonableness.  But 
a  "rule  of  reason"  would  place  the  patent  owner  at  the  procedural  disadvantage 
of  first  having  to  prove  the  reasonableness  of  his  license  provisions  if  they  were 
ever  challenged.  The  concept  of  reasonableness  would  more  fairly  be  embodied 
in  a  "rule  of  presumptive  reafionablenefi.s,"  under  which  the  burden  of  proving 
unreasonableness  would  fall  where  it  belongs  on  the  party  asserting  it. 

Nevertheless,  the  Commission  demonstrated  an  underlying  appreciation  of  the 
patent  owner's  plight.  This  is  further  evident  from  another  observation  in  the 
Commission's  report.  After  noting  that  it  did  not  favor  weakening  enforcement 
of  the  antitrust  laws,  it  noted : 

However,  uncertainty  exists  as  to  the  precise  nature  of  the  patent  right  and 
there  is  no  clear  definition  of  the  patent  misu.se  rule.  This  ha^s  produced  confu- 
sion in  the  public  mind  and  a  reluctance  b;/  patent  owners  and  others  to  enter 
into  contracts  or  other  arrangements  pertaining  to  pateyits  or  related  licen.fes. 
{ Emphasis  added. ) 
»*♦**  **♦*  * 

Whether  patents  will  remain  a  healthy  force  for  progress  or  become  a  vestigal 
appendage  depends  in  large  measure  on  what  patent  owners  are  entitled  to  do 
with  them.  This  Memorandum  does  not  contend  for  the  legitimation  by  statute 
of  practices  heretofore  generally  condemned  under  antitrust.  It  does,  however, 
urge  resistance  to  the  insistent  efforts  of  the  Department  of  Justice  and  a  ten- 
dency in  some  courts  to  extend  the  interdiction  of  antitrust  to  practices  clearly 
within  the  patent  grant. 

Patents,  and  matters  involving  patents,  have  no  constant  advocate  as  does 
antitrust.  The  Antitrust  Division  of  the  Department  of  Justice  is  heard  in  the 
courts,  where  it  initiates  litigation  or  submits  briefs,  and  in  business,  to  which 
it  announces  areas  of  patent  licensing  that  will  be  the  subject  of  future  chal- 
lenge. 

In  the  absence  of  a  counter-force  on  behalf  of  the  patent  system,  the  recourse 
of  those  determined  to  preserve  the  patent  incentive  in  its  total  concept,  so 
inextricably  bound  to  the  right  to  license,  is  to  seek  legislation  upholding  the 
practices  that  need  support  against  the  unbridled  club  and  clout  of  antitrust. 
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A  PHILOSOPHY  ON  THE  PROTECTIONS  AFFORDED  BY 

PATENT,    TRADEMARK.    COPYRIGHT   AND    UNFAIR 

COMPETITION  LAV/:  THE  SOURCES  AND  NATURE 

OF  PRODUCT  SIMULATION  LAW^* 

By  Tom  Arnold** 

A  commentary  upon  the  product  simulation  law  of  Sears,  Roebuck  & 

Co.  V.  Stiffcl  Company,  376  US  225,  53  TMR  217,  140  USPQ  524 

(1964)  ;  Compco  Corp.  v.  Day-Brite  Lighting,  Inc.,  376  US  234, 

53  TMR  223,  140  USPQ  528  (1964)  ;  and  In  re  Mogen  David 

Wine  Corp.,  140  USPQ  575  (CCPA  1964) 

Stiffel  Company  secured  design  and  mechanical  patents,  which 
were  invalid  for  want  of  invention,  upon  a  "pole  lamp" — a  vertical 
tube  having  lamp  fixtures  along  the  outside,  the  tube  being  made 
to  stand  upright  between  floor  and  ceiling.  Stiffel  sold  many  such 
lamps  and  there  was  evidence  that  could  be  argued  to  support  a 
finding  of  secondary  meaning  having  attached  to  the  Stiffel  lamp. 
Sears  copied  the  Stiffel  lamp,  marketed  a  substantially  identical 
lamp  found  "likely  to  cause  confusion"  with  the  Stiffel  lamp ;  and 
Sears  was  found  by  the  District  Court  and  Court  of  Appeals  for 
the  Seventh  Circuit  to  be  guilty  of  unfair  competition  under 
applicable  Illinois  law. 

Day-Brite  secured  an  invalid  design  patent  on,  and  marketed 
many  specimens  of,  a  fluorescent  light  fixture  reflector  having 
cross-ribs  claimed  to  give  both  strength  and  attractiveness  to  the 
fixture.  There  was  no  realistically  persuasive  proof  of  secondary 
meaning  having  attached  to  the  Day-Brite  structure.  Compco 
marketed  a  duplicate  structure  which  was  found  by  the  trial 
court  to  "cause  likelihood  of  confusion." 

Held:  In  both  Sears  and  Compco,  "When  an  article  is  unpro- 
tected by  a  patent  or  a  copyright,  state  law  may  not  forbid  others 

\      500.47 — COURTS-=-BASIS   OF  RELIBF — UNFAIR  COMPKTITION. 
800.5 — OTl I r.U   STATUTKS — PATKNTS. 
800.2 — OTII  lOK  STATUTK.S — COrYRIGIITS. 
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to  copy  that  article"  because  of  "federal  policy  found  in  [the 
patent  law]  allowing  free  access  to  copy  whatever  the  federal 
patent  and  copyright  laws  leave  in  the  public  domain."  53  TMR 
at  222  and  225,  140  USPQ  at  528  and  530  (1964). 

Mogen  David  Wine  Corporation  owns  an  existing  design 
patent  on  a  decanter  in  which  it  has  for  many  years  sold  wine, 
and  sought  registration  of  the  design  of  that  bottle  as  its  trade- 
mark for  wine,  which  registration  was  denied  by  the  Trademark 
Trial  and  Appeal  Board  of  the  Patent  Office  on  the  reasoning 
that  such  a  registration  would  in  effect  extend  the  patent  con- 
trary to  the  intent  and  purpose  of  the  patent  law.  Held:  Simul- 
taneous patent  and  trademark  rights  are  not  inconsistent  with 
each  other,  and  the  existence  of  a  patent  has  no  proper  bearing 
upon  whether  a  trademark  registration  should  issue. 

These  three  decisions  in  the  same  week,  plus  the  Supreme 
Court's  unacknowledged  conflict  with  its  own  landmark  opinion 
by  Mr.  Justice  Marshall  in  Gibbons  v.  Ogden^  make  timely  a 
philosophical  review  of  the  origins  and  philosophies  of  intellectual 
property  law.  By  the  direction  of  such  a  review,  perhaps  the 
strands  of  law  can  better  be  woven  to  provide  a  better  total  fabric 
of  law. . 

Pre-Constitution  History  of  the  Property-in-a-Creation  Concept 

In  the  beginning  the  nearest  thing  to  property  law  was  nothing 
but  personal  power  of  an  individual.  To  the  extent  a  man  had 
physical  strength  so  to  do,  he  could  preclude  others  from  using 
his  cave  (real  property),  his  ax  (personal  property),  his  wife 
(very  personal  property)  or  a  design  of  his  own  creation  (in- 
tellectual property). 

Eventually  society  matured  concepts  by  which  society  put  its 
own  power  behind  certain  rights.  When  society,  as  represented 
by  the  state,  put  its  power  behind  property  concepts,  property 
law  as  we  know  it  was  born. 

The  philosophy  of  this  property  law  concept,  that  a  man 
should  have  the  right  to  preclude  others  from  the  use  and 
enjoyment  of  the  ax  which  he  created  with  his  own  hand,  some- 
how fit  well  also  to  the  contrivance  or  poetry  he  created  with 
his  own  brain. 

1.     22  us  1,  9  Wheaton  1,  C  L  cd23  (1824). 
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On  March  19,  1474,  tliu  society  of  the  city-state  of  Venice, 
enacted  what  is  believed  to  be  the  world's  first  patent  law.=* 

The  patent  lawyer  cannot  read  that  statute  without  being 
struck  by  its  similarity  to  our  own  Constitutional  and  statutory 
patent  law. 

The  Venice  statute  recognized  a  prior  existing  and  general 
right  of  the  competitor  to  copy  and  use  the  "contrivances"  of 
the  creator.  The  statute  however  gave  to  the  creator,  a  property 
in  his  contrivance,  gave  him  the  right  to  preclude  others  from 
its  use  and  enjoyment  and  from  the  manufacture  thereof  for  ten 
years. 

And  the  statute  provided  that  this  being  done,  "men  of  most 
clever  minds  capable  of  devising  and  inventing  all  manner  of 
ingenious  contrivances  .  .  .  would  exert  their  minds,  invent  and 
make  things  which  would  be  of  no  small  utility  and  benefit  to 
our  State." 

The  statute  does  not  seem  to  be  concerned  with  commerce 
or  market  competition  among  merchants  as  a  competitive  matter, 
but  rather  only  w^ith  (1")  a  natural  property  right  in  the  inventor 
and  (2)  the  creation  of  "contrivances"  of  benefit  to  the  state. 

It  is  here  quite  notew^orthy  that  the  statute  does  not  concern 
itself  with  the  right  of  a  competitor  to  copy — for  that  ^vas  already 


2.     Sec  Patent  Study  No.   15,  85th  Congress  2nd   Session    (1958).    There   follows 
what  is  believed  to  be  an  accurate  translation  of  the  Italian  text : 

"1474,  the  19th  day  of  March. 

"There  are  in  this  city,  and  also  there  come  temporarily  by  reason  of  its 
greatness  and  goodness  men  from  different  places  and  most  clever  minds, 
capable  of  devising  and  inventing  all  manner  of  ingenious  contrivances. 

"And  should  it  be  provided  that  the  works  and  contrivances  invented  by  them, 
others  having  seen  them  could  not  make  them  and  take  their  honor,  men  of 
such  kind  would  exert  their  minds,  invent  and  make  things  which  would  be  of 
no  small  utility  and  benefit  to  our  State. 

"Therefore,  decision  will  be  pa.ssed  that,  by  the  authority  of  this  Council, 
each  jjcrson  who  will  make  in  this  city  any  new  and  ingenious  contrivance,  not 
made  heretofore  in  our  dominion,  as  soon  as  it  is  reduced  to  perfection,  so 
that  it  can  be  used  and  exercised,  shall  give  notice  of  the  same  to  the  office 
of  our  Provisioncrs  of  Common. 

"It  being  forl>idden  to  any  other  in  any  territory  and  place  of  ours  to  make 
any  other  contrivance  in  the  form  and  resemblance  thereof,  without  the  consent 
and  license  of  the  autlior  up  to  ten  years. 

"And,  however,  should  anybody  make  it,  the  aforesaid  autlior  and  inventor 
will  have  the  liberty  to  cite  liim  lieforo  any  office  of  this  city,  by  which  office 
the  aforesaid  who  shall  infringe  be  forced  to  pay  him  the  sum  of  one  hundred 
ducats  .and  the  contrivance  be  immediately  destroyed. 

"I'.eing  then  in  lil)erty  of  our  Government  at  his  will  to  take  and  use  in  liis 
need  any  of  said  contrivances  and  instruments,  with  tliis  condition,  however, 
that  no  others  than  the  authors  shall  exercise  tlicm. 
favorable  116 

contrary  10 

uncertain  3" 
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existing  common  law  against  the  abuse  of  whicli  this  patent-law- 
limitation-on-the-right-to-copy,  Avas  a  reaction. 

In  England  too  we  fmd  that  the  right  to  copy  the  goods  and 
wares  of  a  competitor  was  a  firmly  established  right  long  prior 
to  the  1400's.  However,  the  Crown,  starting  perhaps  Avith  a  noble 
motive  that  became  perverted,  soon  learned  how  much  tribute  could 
be  extracted  for  the  personal  benefit  of  the  Crown  itself,  by  the 
granting  of  "letters  patent,"  i.e.  open  letters  to  the  people  pro- 
nouncing the  monopoly  therein  defined.  By  the  17th  century  it  had 
become  common  for  the  Crown  to  grant  letters  patent  to  all  manner 
of  favored  tradesman  without  regard  to  inventorship  or  other 
public  purpose. 

T\niile  some  of  these  patents  were  awarded  to  importers  of 
desirable  wares  or  inventions  or  to  inventors,  as  a  reward  for 
serving  the  realm  through  the  offering  of  the  subject  wares  to 
the  public,  the  bulk  of  these  patents  by  the  early  1600's  were 
a  crassly  commercial  grant  of  a  monopoly  in  commerce  with  little 
if  any  overtones  of  just  property  right  to  preclude  others  from^ 
the  use  of  one's  own  creation. 

The  abuses  of  these  patents  resulted  in  the  Statute  of  Monop- 
olies 'of  1623^  which  declared  all  monopolies  "contrary  to  the 
Laws  of  this  Realm"  and  "utterly  void  and  of  none  Effect." 
Section  VI  of  the  Statute  of  Monopolies,  however,  seemed  to 
buy  the  just-property-right  concept  with  respect  to  "the  true  and 
fir/t  Inventor  and  Inventors"  of  "new  Manufactures"  and  gave 
to  them  a  fourteen  year  right  to  preclude  others  from  duplicating 
their  inventions. 

The  right  of  one  competitor  to  copy  the  product  of  another 
competitor  was  restored  to  the  condition  of  the  ancient  common 
law — but  subject  to  a  limited  property  right  in  the  creator  with 
respect  to  his  creation. 

The  copyright  concept  dates  surely  from  as  early  as  the 
Venetian  patent  of  1474,  both  in  England  and  elsewhere,  though 
I've  not  documented  that  allegation.  One  commentator  upon  our 
Constitution  says:  The  copyright  of  authors  has  been  solemnly 
adjudged  in  Great  Britain,  to  be  a  right  at  common  law.  The  right 
to  useful  inventions  seems,  with  equal  reason,  to  belong  to  the 
inventor."  * 


3.  21  Jac.  1,  c.  3. 

4.  The  Federalist,  No.  43. 
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The  law,  through  its  various  organs,  begat  first  the  ancient 
right  to  copy.  Thereafter  in  the  name  of  "property"  did  the  law 
give  birth  to  a  creator's  rights  in  his  own  creations  as  one  excep- 
tion to  the  right  to  copy. 

The  United  States  Constitution 
Article  I,  Section  8,  Clause  8 

On  May  2,  1783,  four  years  prior  to  the  Constitutional  Con- 
vention, the  Congress  established  under  the  Articles  of  Confedera- 
tion, acting  on  a  Committee  report  offered  by  James  Madison, 
adopted  a  resolution: 

"Resolved  that  it  be  recommended  to  the  several  States 
to  secure  to  the  authors  or  publishers  of  any  new  books  not 
hitherto  printed,  being  citizens  of  the  United  States,  and  to 
their  executors,  administrators,  and  assigns,  the  copyright  of 
such  books  for  a  certain  time  not  less  than  fourteen  years 
from  the  first  publication  *  *  *  such  copy  or  exclusive  right 
of  printing,  publishing,  and  vending  the  same,  to  be  secured 
to  the  original  authors,  or  publishers,  their  executors,  ad- 
ministrators and  assigns,  by  such  laws  under  such  restric- 
tions as  to  the  several  States  may  seem  proper."  ^ 

As  a  result  of  this  resolution  and  the  efficient  urging  of  Noah 
Webster,  all  of  the  original  states  passed  copyright  laws  except 
Connecticut  which  had  done  so  several  months  before  the  resolu- 
tion, and  Delaware.  South  Carolina  went  even  further  in  its  Act 
of  March  26, 1784,  and  after  providing  for  the  protection  of  books, 
provided : 

"The  inventors  of  useful  machines  shall  have  a  like  ex- 
clusive privilege  of  making  or  vending  their  machines  for 
the  like  term  of  fourteen  years,  under  the  same  privileges 
and  restrictions  hereby  granted  to  and  imposed  on  the  authors 
of  books." 

And  many  states  were  from  time  to  time  granting  patents  by 
special  action  of  their  own  legislatures.  Notable  among  these 
patents  is  one  on  the  steamboat  to  one  John  Fitch  by  the  State 
of  New  York,  of  which  more  later. 


T.      ^'     '^ilP^^'"'^'"    "^   ^'^^   Patent,   and   Copyright   Clause   of    the   Constitution,    Karl 
Fenning,  17  Geo.  L.J.  109  at  114  (1929). 


37 

The  laws  of  five  states  liad  definite  requirements  for  publica- 
tion of  copyrighted  books  in  sufficient  numbers  and  at  a  cheap 
enough  price  to  satisfy  public  demands.''  Patents  of  that  day  also 
often  required  working  of  the  invention  for  the  benefit  of  the 
public.  E.g.,  the  first  of  the  patents  to  Messrs.  Livingston  and 
Fulton  on  their  steamboat,  that  was  given  by  the  State  of  New 
York  very  soon  after  the  adoption  of  the  Constitution,  was  condi- 
tioned that  the  patentees  had  to  successfully  operate  a  boat  of 
twenty  tons  capacity  between  New  York  and  Albany  within  twelve 
months  of  the  grant,  or  their  exclusive  right  would  be  forfeited. 

Thus  it  seems  not  unlikely  that  the  term  "patent"  and  the 
term  "copyright"  had  engrafted  thereon  at  that  time,  specific  con- 
notations of  service  to  the  public  by  offering  the  book,  the  product 
or  the  steamboat  service  to  the  public,  and  that  the  omission 
of  those  two  terms  from  the  Constitutional  clause,  was  a  deliberate 
effort  to  avoid  an  engrafting  by  such  connotations,  of  working- 
requirements  or  compulsory  license,  upon  the  Constitutional 
provisioii.'' 

Against  that  background  of  law  and  practice,  the  Constitu- 
tional Convention  convened  May  14,  1787.  A  committee  reported 
a  draft  Constitution  on  August  6th  without  a  patent  or  copyright 
clause. 

The  evidence  suggests  that  twelve  days  later,  Saturday  Au- 
gust 18,  1787,  General  Pinckney  of  that  same  South  Carolina  state 
that  already  had  a  general  patent  law,  proposed  to  the  committee 
that  Congress  have  the  power: 

"to  grant  patents  for  useful  inventions;  to  secure  to  authors 
exclusive  rights  for  certain  time"; 

And  on  that  same  day  James  ]\radison,  the  author  of  the  1783 
recommendation  of  the  then  Congress  that  states  enact  copyright 
laws,  appears  to  have  proposed  to  the  committee  that  Congress 
have  the  power 


6.  Norton,  The  Constitution  of  the  United  States  65   (1922). 

7.  It  is  here  interesting  to  note  in  passing  that  while  recent  antitrust  attitudes 
have  lent  support  to  compulsory  licensing  concepts,  and  the  compulsory-liecnsing-of- 
mechanical-reproduction  provision  of  our  copyright  statute  17  USC  ^1  (e)  enacted  in 
1909  has  not  to  this  writer's  knowledge  been  seriously  attacked  on  constitutional  grounds, 
the  Supreme  Court  with  some  Constitutional  language  support,  in  Continental  Paper 
Bag  Company  v.  Eastern  Paper  Bag  Company,  210  US  405,  52  L  cd  1122,  2S  Sup.  Ct. 
748  (1908),  said:  "It  has  been  the  judgment  of  Congress  from  the  beginning  that  the 
sciences  and  the  useful  arts  could  be  best  advanced  liy  giving  an  cxclusi\-e  right  to  an 
inventor  ♦  *  ♦  The  language  of  complete  monopoly  has  been  employed"  [ — by  the 
Constitution] . 
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"C.  To  scciu-e  to  literary  authors  tlioir  copyrights  for  a  limited 
time.  7.  To  secure  to  inventors  of  useful  machines  and  imple- 
ments, the  benefits  therefor,  for  a  limited  time."  ^ 

These  concepts  seem  to  have  stirred  up  no  controversy  or 
debate,  and  on  Wednesday  September  5,  1787  Mr.  Brearley  of 
the  Committee  of  Eleven  made  a  further  report  essentially  of  our 
present  constitutional  Article  I,  Section  8,  Clause  8: 

"To  promote  the  progress  of  Science  and  useful  arts  by 
securing  for  limited  times  to  authors  &  inventors  the  exclu- 
sive right  to  their  respective  writings  and  discoveries." 

On  that  day  this  clause  was  "agreed  to  nemrcon:"  It  was  finally 
adopted  by  the  Delegates  on  September  17,  1787. 

In  that  day  the  balanced  sentence  was  a  rigid  grammatical 
form  with  a  rigid  meaning,  justifying  an  operational  relationship 
between  "science,"  "authors"  and  "writings"  that  was  separate 
and  apart  from  the  operational  relationship  between  "useful  arts," 
"inventors"  and  "discoveries." 

Thus,  the  first  patent  statute  made  no  reference  to  "science" 
but  only  to  "useful  arts"  and  "discoveries."  In  that  day  the 
"useful  arts"  certainly  included  all  manner  of  gadget  not  in  any 
real  sense  consistent  v.'ith  Mr.  Justice  Douglas's  personal  views, 
that  the  Constitution  requires  a  patented  item  "to  push  back  the 
frontiers  of  chemistry,  physics,  and  the  like,  to  make  a  distinctive 
contribution  to  scientific  knowledge."  ® 

Further,  "science"  in  Constitutional  days  enjoyed  the  general 
meaning  of  "general  knowledge"  or  "learning"  without  the  pres- 
ent day  attachment  to  physics  and  chemistry  that  Mr.  Douglas 
appends  thereto. 

In  this  same  connection  it  should  be  noted  that  the  Constitu- 
tion does  not  use  the  word  "invention"  when  promoting  "useful 
arts"  by  securing  to  "inventors"  the  rights  in  their  "discoveries:' 

And  Mr.  Justice  John  Marshall,  a  contemporary  of  the  Con- 
stitution's drafting,  had  a  point: 


8,  Fcnuing,  svpra  note  5,  citing  Documentary  Ilistory  of  the  Constitution  of  the 
United  Statra  of  America  Vol.  1,  p.  130,  a  five  volume  1894-1900  publication  of  the 
State  Ucpartiiient. 

9.  Great  A  .J-  P  Tea  Co.  v.  Supernmrlrt  Equipment  Corp.,  340  US  147,  95  L  od 
162,  71  S.  Ct.  127,  87  USPQ  303  (1950).  ^  '  ^-±1,  jo  u  va 
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"It  appears  then,  that  the  power  is  founded  on  the  basis 
of  a  pre-existing  riglit  of  property  from  the  nature  and  origin 
of  the  right,  as  before  stated,  and  from  the  terms  in  which 
the  power  itself  is  granted.  The  word  'secure,'  implies  the 
existence  of  something  to  be  secured.  It  does  not  purport  to 
create  or  give  any  new  right,  but  only  to  secure  and  provide 
remedies  to  enforce  a  pre-existing  right  throughout  the 
Union."  " 

Since  the  oije  purpose,  the  promotion  of  progress  of  science 
and  the  useful  arts,  was  spelled  out  at  length,  it  seems  somewhat 
illogical  for  a  second  purpose,  the  promotion  of  competition  in 
the  commercial  market  place,  to  have  been  omitted  if  it  was  in 
fact  one  purpose. 

It  is  of  parenthetical  interest  to  note  that  the  commerce 
clause  of  the  Constitution  is  found  in  the  very  same  sentence 
as  the  patent-and-copyright  clause.  It  reads  that  Congress  shall 
have  the  power  " — To  regulate  Commerce  with  foreign  Nations, 
and  among  the  several  States,  and  with  the  Indian  Tribes";  but 
it  makes  no  special  mention  of  the  right  to  copy  another's  product. 
So  we  have  two  natural  places  to  have  raised  the  subject  of  the 
right  to  copy  or  of  competition  per  se,  and  the  Constitution  failed 
in  both  places  to  do  so. 

Then  we  find  Article  1,  Section  10  of  the  United  States  Con- 
stitution." Here  the  Constitution  recites  all  the  prohibitions 
against  state  action.  While  States  are  prohibited  from  granting 
Letters  of  Marque  and  Reprisal  no  mention  is  made  of  Letters 
Patent.  The  prohibition  against  State  activity  in  the  fields  of 
commerce  and  of  patents  and  copyrights,  is  noteworthy  by  its 
absence. 


10.  Gibbons  v.  Ogdcn,  22  US  1,  9  Wheaton  1,  6  L  cd  23. 

11.  "Section  10,  No  State  shall  enter  in  to  any  Treaty,  Alliance  or  Confederation; 
grant  Letters  of  Marque  and  Reprisal  [note  the  omission  of  Letters  Patent] ;  coin 
Money;  emit  Bills  of  Credit;  make  any  Tiling  but  gold  and  silver  Coin  a  Tender  in 
Payment  of  Debts;  pass  any  Bill  of  Attainder,  ex  post  facto  Law,  or  Law  impairing 
the  Obligation  of  Contracts,  or  grant  any  Title  of  Nobility. 

"No  State  shall,  without  the  Consent  of  Congress,  lay  any  Imposts  or  Duties  on 
Imports  or  Exports,  except  what  may  be  absolutely  necessary  for  executing  its  inspec- 
tion Laws;  and  the  net  Produce  of  all  Duties  and  Imposts,  laid  by  any  State  on  Imports 
or  Exports,  shall  be  for  the  Use  of  the  Treasury  of  the  United  States;  and  all  such 
Laws  shall  be  subject  to  the  Revision  and  Control  of  tlie  Congress. 

"No  State  shall  without  the  Consent  of  Congress,  lay  any  Duty  of  Tonnage,  keep 
Troops,  or  Ships  of  War  in  time  of  Peace,  enter  into  any  Agreement  or  Compact  with 
another  State,  or  with  a  foreign  Power,  or  engage  in  War,  unless  actually  invaded, 
or  in  such  imminent  Danger  as  will  not  admit  of  delay." 
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Then  wc  find  the.  Tenth  Amendment  ''reserving  to  the  States 
respectively,  or  to  the  people"  all  "the  powers  not  delegated  to 
the  United  States  by  the  Constitution  nor  prohibited  by  it  to  the 
States." 

If  that  delegated  to  Congress,  and  exercised  by  Congress  in 
Title  35  use,  was  both  the  right  to  preclude  copying  AND  the 
affirmative  right  to  copy  every  patented  and  unpatentable  item  as 
Mr.  Justice  Black  suggests  in  Scars  and  Compco,  and  we  apply 
that  same  logic  to  the  copyright  law,  then  we  have  by  the  patent 
and  copyright  law: 

(1)  Prevented  states  from  making  and  enforcing  laws  pre- 
cluding convicted  felons  committed  to  the  penitentiary,  from  copy- 
ing and  selling  a  formerly  patented  item,  for  the  right  to  copy  is 
suggested  to  be  absolute  under  the  overriding  federal  patent  law. 

(2)  Prevented  states  from  making  and  enforcing  laws  against 
libelous  publications— for  the  right  to  copy  is  suggested  to  be 
absolute  and  hence  is  without  regard  to  libel. 

(3)  Prevented  states  and  municipalities  from  making  and  en- 
forcing, laws  concerning  the  sale  of  firecrackers  in  crowded  areas — 
for  the  right  to  copy  and  sell  a  formerly  patented  firecracker  is 
suggested  to  be  absolute  under  the  patent  law. 

A  unanimous  Supreme  Court  speaking  through  Mr.  Justice 
Marshall  in  Gibbons  v.  Ogden^^  has  held  that  the  federal  patent 
law  does  not  preclude  states  from  these  areas  of  activity  and  surely 
not  even  Mr.  Justice  Black  would  do  so  in  spite  of  the  breadth  of 
his  sweeping  language  in  Sears  and  Compco. 

Gibbons  v.  Ogclen  is  a  scene  in  the  drama  of  a  budding  nation, 
the  drama  of  the  birth  of  federalism.,  the  drama  of  the  birth  of 
the  steamboat  which  was  both  an  invention  of  truly  rare  import 
and  an  economic  problem  to  those  who  would  take  the  concept 
and  undertake  in  that  day  to  engineer  the  concept  into  an  operat- 
ing steam  vessel.  It  merits  a  brief  recapitulation  here  because 
it  was  the  Supreme  Court  of  the  United  States  ruling  on  the  conflict 
between  Federal  law  and  supremacy  and  state-granted  patents, 
near  the  time  and  in  the  environment  of  the  Constitution's  drafts- 
manship. 


12.     22  us  1,  9  "Wlicnton  1,  G  L  cd  23. 
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Background  for  Gibbons  v  Ogden 

In  1787,  shortly  before  the  adoption  of  the  Constitution,  the 
state  of  New  York  acting  through  its  Icgishaturc  granted  to  one 
John  Fitch  "the  sole  right  and  advantage  of  making  and  employ- 
ing for  a  limited  time,  the  steam-boat  by  him  lately  invented," 
but  whatever  effort  he  expended  did  not  materialize  into  any 
commercial  success. 

The  Constitution  became  effective  in  1789. 

Thence  in  1798  came  one  Robert  R.  Livingston,  an  amateur 
scientist,  dabbler  in  steam  engines  and  backer  of  Robert  Fulton, 
who  was  a  gunsmith  of  precision  and  practicality  and  genius. 
To  the  New  York  legislature  Livingston  pointed  out  the  personal 
hazards  and  economic  risks  and  extreme  expense  of  any  attempt 
to  reduce  the  concept  of  a  steam  powered  vessel  to  practice,  and 
the  impediment  of  the  grant  to  Fitch.  Livingston  being  a  man  of 
influence,  induced  the  New  York  legislature  in  1798  to  act  as 
follows : 

"that  whereas  it  was  further  suggested  that  John  Fitch  was 
qither  dead  or  had  withdrawn  himself  from  this  state,  without 
having  made  any  attempt,  in  the  space  of  more  than  ten  years, 
of  executing  the  plan  for  which  he  so  obtained  the  exclusive 
privilege,  whereby  the  same  was  justly  forfeited"; 

it  was  therefor  enacted  that  Fitch's  right  be  repealed  and 

"to  the  end  that  Robert  R.  Livingston  might  be  induced  to 
proceed  in  an  experiment  which,  if  successful,  promised  im- 
portant advantages  to  the  state," 

it  was  further  enacted  that  Livingston  should  acquire  privileges 
similar  to  those  granted  to  Fitch  for  twenty  years. 

" — Provided,  nevertheless  that  Robert  R.  Livingston  should 
within  twelve  months  from  the  passing  of  the  act,  give  such 
proof  as  should  satisfy  the  governor,  the  lieutenant-governor 
and  the  surveyor-general  of  this  state,  or  a  majority  of  them, 
of  his  having  built  a  boat  of  at  least  twenty  tons  capacity, 
which  should  be  propelled  by  steam,  and  the  mean  of  whose 
progress  through  the  water,  with  and  against  the  ordinary 
current  of  the  Hudson's  river,  taken  together,  should  not  be 
less  than  four  miles  an  hour,  and  should,  at  no  time,  omit. 
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for  the  space  of  one  year,  to  have  a  boat  of  such  construction, 
plying  between  the  cities  of  New  York  and  Albany."" 

Subsequent  acts  of  the  New  York  legislature  in  1803  and  1807 
added  Robert  Fulton  as  a  joint  owner  of  the  rights  and  made 
other  modifications  thereof. 

While  in  one  sense  this  was  not  a  patent  to  the  original  and 
first  "inventor,"  it  was  demonstrably  a  grant  in  the  spirit  of 
progressing  the  useful  arts  by  giving  Livingston  and  Fulton  an 
incentive  to  invest  their  necks  as  most  then  thought,  and  their 
money,  in  a  hazardous  venture.  This  was  a  patent  in  the  finest 
sense  of  the  English  tradition  before  the  Crown  got  greedy,  a 
promotion  of  the  public  benefit  by  Letters  Patent. 

Livingston  and  Fulton  succeeded  in  getting  their  boat  built 
and  operating  and  eventually  sued  an  infringer.  Chief  Justice 
James  Kent,  perhaps  the  first  true  jurist  produced  by  the  young 
nation,  wrote  the  opinion  for  the  Court  of  Errors  of  New  York, 
sustaining  the  Livingston-Fulton  position  against  the  infringers." 

Kent's  very  learned  and  length}^  opinion  may  be  reduced  to 
this  simple  proposition:  Either  the  New  York  steamboat  patents 
viola^ted  the  Constitution  or  they  did  not.  A  stern  supporter  of 
states  rights,  Kent  and  a  unanimous  court  ruled  that  they  did  not, 
for  this  was  an  intrastate  power  exercised  exclusively  within  the 
state  against  twenty-one  intrastate  infringers,  and  was  not  in 
conflict  with  any  federal  power. 

Massachusetts,  Georgia,  New  Hampshire,  Vermont  and  Penn- 
sylvania bestowed  exclusive  rights  upon  their  own  favored  monop- 
olists as  Livingston  died  in  1813  and  Fulton  in  1815,  leaving  a 
legacy  of  an  unpopular  monopoly  over  both  the  Mississippi  and 
the  Hudson. 

Among  their  most  unwilling  licensees  was  Aaron  Ogden,  a 
former  governor  of  New  Jersey,  of  craggy  and  truculent  counte- 
nance and  character  to  match,  who  in  the  course  of  time  acquired 
in  Thomas  Gibbons,  a  wealthy  ex-Georgian,  a  partner  even  more 
contentious  thun  himself.  Gibbons  could  not  resist  the  temptation 


13.  Taken  from  the  Court  opinion  in  Eohcrt  R.  Liveingston  and  Eohcrt  Fulton, 
Apppllaiita  V.  James  Van  Ingcn  ct  al.,  rtcspondonts,  9  Jolmson  50G  (New  York  Court 
of  Errors  1812). 

14.  llohcrt  R.  Livingston  and  Jioirrt  Fvlton,  Appellants  V.  James  Van  Ingcn  ct  al, 
Ecspondonts,  9  Johnson  506  (New  York  Court  of  Errors  1812). 
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to  cheat  his  partner  and  they  fell  out  with  each  other  and  into  a 
web  of  patent  and  commerce  litigation  uneqnaled  in  the  history 
of  the  world,  one  thread  of  which  web  we  trace  further. 

Ogdcn,  claiming  under  the  Livingston  and  Fulton  New  York 
state  patent  complained  of  Gibbons'  New  Jersey  to  New  York 
steamship  operation.  The  reigning  chancellor  of  New  York  was 
now  James  Kent,  an  unlikely  man  to  reverse  in  the  Court  of 
Chancery  a  decision  he  had  delivered  in  the  Court  of  Errors  even 
though  interstate  commerce  and  a  federal  coasting  license  was 
now  involved.  This  set  the  stage  for  Gibbons'  appeal,  and  with 
no  less  lawyer  than  Daniel  Webster,  to  the  United  States  Supreme 
Court. 

The  argument  lasted  four  and  a  half  days  and  resulted  in 
clearly  the  most  popular  of  John  Marshall's  Supreme  Court  opin- 
ions, an  opinion  studied  by  substantially  every  law  student  to  get 
a  law  degree  in  the  United  States  in  the  last  125  years. 

For  the  better  part  of  forty  of  his  original  pages  Justice 
Marshall  discussed  the  relationship  between  the  federal  patent 
law  and  the  state  grants.  While  he  eventually  ruled  that  the 
state  patents  must  yield  to  the  commerce  clause  of  the'  Constitu- 
tion insofar  as  the  parties  were  in  interstate  commerce,  he  also 
recited,   without   denying,    these   arguments    about 

the  federal  patent  lav;: 

(1)  The  federal  authority  to  promote  the  useful  arts  falls  in 
the  area  of  concurrent  jurisdiction  between  states  and  federal 
government — for  many  compelling  reasons  he  discusses  better 
than  could  I  here. 

(2)  The  federal  patent  power  is  limited  to  "inventions"  and 
hence  the  Congress  cannot  lawfully  within  the  authority  of  the 
patent  clause,  concern  itself  with  promoting  the  useful  arts  by 
rewarding  developers  like  Livingston  and  Fulton  who  were  not 
inventors — for  that  area  was  expressly  reserved  to  the  states 
and  is  not  repugnant  to  the  federal  delegation  of  authority  re 
inventors. 

(3)  The  federal  patent  grant  of  an  "exclusive  right"  is  a 
right  to  exclude  others  for  limited  times,  and  is  in  no  way  in 
conflict  with  state  police  power,  libel  law,  or  other  regulation 
precluding  manufacture,  use  or  selling  of  inventions. 

(4)  "It  is  perfectly  settled  that  an  affirmative  grant  of  power 
to  the  United  States  does  not,  of  itself,  divest  the  States  of  like 
power  ...  it  is  no  longer  open  for  discussion  in  this  Court." 
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(5)  A  patent  "creates  no  new  right." 

(6)  "The  act  of  Congress  cannot  destroy  the  perpetuity  of 
a  right  held  under  the  law  of  New  York,  and  which  the  act  of 
Congress  has  only  secured  for  a  certain  time  .  .  .  The  right,  then 
remains  at  the  expiration  of  the  patent  in  the  same  condition  as 
at  its  commencement  .  .  .  Even  if  this  were  not  so  and  it  should 
be  considered  that  the  right  becomes  common  at  the  expiration 
of  the  patent,  then  it  is  like  all  other  common  rights,  subject  to 
the  control  of  the  municipal  laws  of  the  state." 

(7)  "A  state  law  may  continue  or  extend  a  patent  rigid  at 
pleasure." 

(8)  "The  [patent]  law  does  not  purport  in  its  terms,  to  give 
a  right  to  use  the  thing  patented,  against  the  provisions  of  any 
state  laiv." 

(9)  "If  a  state  can  thus  control  a  right  to  use  a  thing  patented 
directly,  it  may  do  it  indirectly.  If  by  a  positive  law,  then  through 
the  agency  of  the  courts,  by  injunctions  or  otherwise.  Or,  the  right 
to  prohibit  the  use  of  it  inay  be  delegated  to  individuals,  either 
acting  as  public  agents,  or  in  their  own  behalf  to  protect  some 
other  right  vested  in  them;  and  may  forbid  the  use  of  the  thing 
patented,  or  the  publication  of  the  book,  the  copyright  of  which 
has  been  secured  without  their  license." 

(10)  "The  extraordinary  boldness  of  this  position  [that  the 
federal  patent  law  totally  occupies  the  field  to  the  exclusion  of 
all  other  law]  must  surprise  and  astonish." 

(11)  "This  law  [several  states  granting  patents  immediately 
after  the  adoption  of  the  Constitution]  is  a  co-temporaneous  ex- 
position of  the  constitution  and  shows  that  the  state  considered 
itself  as  still  retaining  a  concurrent  right  of  legislation  on  the 
subject  of  inventions  in  science  and  the  useful  arts,  notwith- 
standing the  new  constitution,  and  the  recent  transfer  of  similar 
powers  to  Congress." 

(12)  "I  have  not  touched  upon  the  right  of  the  states  to  grant 
patents  [to  the  original  inventor]  for  inventions  or  improvements 
generally,  because  it  does  not  necessarily  arise  in  this  cause." 

(13)  The  state  grant  to  Fulton  and  Livingston  must  yield  to 
the  commerce  clause  of  the  Constitution. 
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That  the  owners  of  the  patent  did  not  regard  their  New  York 
patent  as  destroyed  by  this  decision,  is  evidenced  by  the  fact  that 
still  further  litigation  developed  in  The  North  River  Steam  Boat 
Company  v.  John  R.  Livingston  (son  of  Fulton's  friend  Robert 
Livingston),"  involving  Hudson  liiver-intra-New  York  traffic — and 
again  the  decision  for  defendants  was  on  grounds  of  supremacy  of 
the  U.S.  commerce  clause  and  related  law. 

The  Present  United  States  Statutes  on 
Property  Rights  in  New  Creations 

Prom  our  Constitutional  law  in  Gibbons,  inconsistent  with 
that  now  propounded  in  Sears  and  Compco,  we  progress  to  our 
statutory  law  of  today. 

35  use  provides  for  the  grant  of  a  patent  on  inventions 
(^101)  and  provides  for  two  remedies,  injunction  and  damages. 

While  ^112  requires  the  application  for  patent  to  "contain  a 
written  description  of  the  invention,"  no  word  in  the  statute  either 
directly  or  indirectly  states  a  right  to  copy  the  patented  product, 
either  upon  issuance  of  the  patent  or  upon  its  declaration  of 
invalidity  or  upon  its  expiration  or  later. 

'  The  patent  owner's  rights  and  the  copyright  owner's  rights 
are  in  many  respects  different : 

(1)  31/2,  7,  14  or  17  years  for  the  patentee  vs.  56  years  for 
the  copyright  owner. 

(2)  Right  in  the  patentee  to  preclude  duplication  by  non- 
copyists;  right  in  the  copyright  owner  only  to  preclude  copying. 

(3)  Right  in  patentee  to  preclude  use  of  his  creation;  no 
right  in  copyright  owner  to  preclude  use. 

The  Congress  has  made  no  effort  to  reconcile  the  patent  and 
the  copyright  law,  it  seems  certainly  for  the  reason  that  the 
Congress  saw  no  conflict  between  them. 

The  issue  when  a  design  is  subject  to  both  a  copyright  and  a 
design  patent,  is  not  whether  the  plaintiff  owns  both,  but  whether 
the  one  he  sues  on  is  valid  and  infringed.  — And  the  existence 
or  nonexistence  of  another  right  has  no  bearing  on  the  subject. 

As  George  Frost  has  said,  since  the  advent  of  alternative 
pleading  in  the  Federal  Rules  there  has  been  no  justification  for 


15.     3  Cowcn  713  (NY  1825). 

62-614  O  -  71  -  4 
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saying  a  claim  under  one  theory  is  inconsistent  with  a  claim  under 
another.  If  a  man  may  plead  alternatively  a  contract  and  a  tort 
theory  in  a  trade  secret  case  and  prevail  under  each  theory  he 
can  prove  up,  then  why  should  he  not  also  be  privileged  to  sue  on 
a  copyright  and  a  patent  theory  and  prevail  upon  each  theory  he 
can  prove  up. 

That  view  does  not  constitute  a  comment  of  either  approval 
or  disapproval  of  56  years  terms  for  design  protection,  or  a  com- 
nient  as  to  the  merit  of  the  nonsequitur  of  requiring  "invention" 
in  an  ornamental  design  under  the  design  patent  law. 

If  the  statutes  are  bad,  let  them  be  corrected.  But  let  us 
not  create  an  original  mischief  of  our  own  by  "reconciling"  two 
already  reconciled  laws,  the  copyright  and  the  design  patent  law. 

In  further  support  of  the  point  that  the  patent  law  does  not 
grant  an  affirmative  right  to  copy,  recall  to  mind  the  typical  situa- 
tion of  two  patents,  one  as  we  phrase  it  "dominated"  by  the  other. 
Sometimes  it  occurs  that  the  dominateii  patent  expires  first  or  is 
held  invalid  while  the  dominating  patent  still  has  much  life  left. 

It  is  uncontroverted  law  that  the  expiration  or  invalidity  of 
the  dominatecZ  patent  does  not  grant  either  to  its  owner  or  to  the 
public  any  right  to  copy  it,  while  the  subject  matter  remains 
covered  by  the  dominating  patent. 

By  what  logic  then,  without  any  words  of  grant  of  a  right 
to  copy,  should  the  Courts  engraft  a  right  to  copy  into  the  patent 
law  which  the  patent  law  itself  admittedly  denies. 

Finally,  consider  this  question:  By  what  phrase  or  inherent 
logic  does  the  1952  enacted  patent  law's  alleged  grant-of-right-to- 
copy  operate  with  supremacy  over  the  state  unfair  competition  law 
(as  stated  in  Sears  and  Co^npco)  and  not  also  supersede  the  six- 
year  earlier  federal  unfair  competition  law  concerned  with  the  same 
acts  of  unfair  competition,  the  1946  Lanham  Trademark  Act?" 
The  Lanham  Act's  constitutional  stature  stands  toe  to  toe  with 
the  patent  law  of  Title  35  USC,  and  the  Lanham  Act  concerns, 
inter  alia,  the  same  acts  of  unfair  competition  as  the  Illinois  state 
law  involved  in  Scars  and  Comiico.  The  reality  seems  clearly  to  be 
that  the  Lanham  Act  gives  Congressional  construction  of  the 
patent  statute  as  not  operative  to  preclude  injunctions  against 
copying,  on  theories  other  than  the  patent  law. 


16.  15  use  1051-1072,  1091-1096,  1111-1121,  1123-1127. 
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The  "Progress"  Under  Article  I,  Section  8,  Clause  8 

Some  of  course  ask,  "If  there  is  no  affiimative  rig'ht-to-copy 
in  the  patent  law  or  copyright  law,  then  how  does  that  law  pro- 
mote the  progress  of  the  sciences  and  the  useful  arts?"  The 
answer  is  to  be  found  in  Constitutionally  contemporaneous  liistory, 
already  related. 

The  56  year  copyright  to  preclude  copying  was  granted  when 
man's  life  expectancy  was  less  than  06  years.  Thus,  any  remaining 
promotion  of  science  by  copying  was  in  that  context  a  do  minimis 
incidental  to  the  lives  then  in  being  and  making  the  law. 

Progress  by  competitor's  copying  one  another  was  not  what 
was  in  mind. 

But  both  patents  and  copyrights  require  publication  of  the 
creator's  knowledge,  thereby  to  destroy  motive  for  secrecy  and 
encourage  interchange  of  knowledge.  Here  recall  that  in  this  day 
it  was  common  for  the  tradesman  to  keep  secret  all  he  could  of 
his  trade,  and  pass  it  on  from  father  to  son.  There  were  no  tech- 
nical professional  associations  exchanging  information  on  recent 
developments  and  there  was"  a  strong  bias  toward  secrecy  that 
needed  to  be  attacked. 

Further,  both  copyrights  and  patents  give  a  property  right 
that  will,  enable  the  inventor  to  make  money  out  of  his  invention — 
thereby  to  promote  progress  by  encouraging  the  creator  to  invest 
his  energy  and  money  in  creative  effort,  as  was  recited  in  so  many 
words  in  the  1474  Venice  statute. 

Recall  also  the  situation  in  the  John  Fitch  and  Livingston- 
Fulton  patents.  There  Fitch  was  apparently  an  inventor,  Liv- 
ingston-Fulton not ;  but  the  patent  was  given  to  Livingston-Fulton 
on  express  condition  that  they  produce  a  working  ship  of  20  tons 
capacity  and  expressly  for  the  purpose  of  inducing  them  to  invest 
their  money  and  risk  their  necks  in  the  effort  thereby  to  serve 
the  public. 

Thus  the  "progress"  was  not  contemplated  to  be  in  one  per- 
son's piracy  of  the  inventions  or  developments  of  another  by 
copying. 

Surely  by  now  it  is  overabundantly  ap]jarent  that  the  idea 
of  the  patent  law  or  the  copyright  law  having  something  to  do 
with  an  affirmative  right  to  copj^,  is  erroneously  fabricated  out 
of  the  whole  cloth  by  the  Courts^'  in  conflict  with  the  i^hilosophy 

17.     Scoit  Paper  Co.  v.  Marcalus  ]\fanufnctvrinr/  Co.  Inc.  ct  ol,  32G  US  211),  GG  S. 
Ct.  101   (1915) ;  Kellogg  Co.  v.  National  liiscuit  Co.,  305  U.S.  Ill,  120-122,  28  TMB 


48 

of  the  Constitutionally-contemporary  thinking  on  the  subject  in 
both  the  New  York  Courts  and  the  United  States  Supreme  Court. 
To  read  such  a  right-to-copy  proposition  into  the  patent  or  copy- 
right law,  is  to  distort  both  its  heritage  and  its  proper  place  in 
the  fabric  of  all  our  intellectual  property  and  state  police  law, 
libel  law,  unfair  competition  law^,  food  and  drug  law,  and  even 
the  state's  concurrent  right  to  promote  the  progress  of  science 
and  the  useful  arts. 

Trade  Secret  Law 

If  the  law  through  its  various  organs  can  carve  out  of  the 
pre-historic  right-to-copy,  a  right  in  a  creator  to  prevent  duplica- 
tion of  his  creation,  then  can  not  the  law  also  carve  out  still  other 
rights  to  preclude  copying,  founded  on  other  philosophic  founda- 
tions and  as  to  which  other  remedies  are  appropriate? 

The  trade  secret  law  is  one  such  body  of  law. 

It  is  unlike  both  the  patent  and  copyright  law  in  that  it  is 
not  based  upon  the  natural  right  of  a  creator  in  his  own  creations. 

Creativity  in  the  trade  secrets  in  issue  is  usually  present  and 
is  often  influential  in  the  cases,  but  it  is  not  necessary.  It  is  not 
the  foundation  cornerstone  of  the  right. 

As  Mr.  Justice  Holmes  said  in  one  of  the  leading  trade  secret 
cases,  "the  property  may  be  denied,  but  the  confidence  cannot  be."  ^® 

The  trade  secret  cause  sounds  in  tort  in  some  cases.  It  sounds 
in  contract  in  some  cases.  Sometimes  it  sounds  in  both.  Even 
when  you  accept  the  property  approach  in  a  secret,  when  the 
secrecy  is  lost  the  property  evaporates  as  morning  fog  before  the 
rising  sun. 

But  the  "property"  overtones  are  normally  only  secondary 
to  the  relationship  betw^een  the  parties,  whether  that  relationship 
be  contractual  or  tortious.  Thus  the  patent  law  does  not  properly 
belong  in  the  trade  secret  case. 

The  patent  happens  to  be  a  publication  of  knowledge,  a  pub- 
lication which  reaches  particularly  the  technical  community,  which 
is  advertised  in  the  Patent  Office  Official  Gazette,  etc.  Thus,  while 
it  is  still  possible  for  a  secret  needle  to  be  lost  in  the  morass  of 
the  world's  largest  haystack — the  data  retrieval  problem  that  is 

569,  39  USPQ  296,  300-301  (1938);  Singer  Mfg.  Co.  v.  June  Mfg.  Co.,  163  US  169, 
185  (1890) — uud  now  Scars  and  Compco. 

18.     Dupont  V.  Mfusland,  244  US  1016  (1917). 
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the  Patent  Office,  it  is  in  most  circumstances  reasonably  expected 
that  the  patent  publication  will  come  to  the  attentioii  of  the  subject 
industry  and  be  read  and  understood  by  it. 

Against  this  background  it  seems  that  Able  ought  not  tell 
Baker  a  secret,  then  go  publish  the  secret  to  all  the  world  that  has 
interest  in  it,  and  thereafter  complain  of  Baker's  use  of  the  secret. 
For  Able  to  publish  the  secret  is  for  Able  himself  to  destroy  the 
confidence  and  hence  the  duty  of  Baker  to  honor  the  confidence. 
This  is  true  whether  the  publication  be  by  way  of  patent  or  by  way 
of  a  marketed  product  or  advertisement  in  the  newspaper. 

It  is  the  patent  as  a  specially  good-in-some-respects  type  of 
publication,  and  not  the  patent  law  as  a  body  of  law,  that  has 
proper  philosophical  bearing  upon  the  trade  secret  law. 

And  there  is  also  antitrust  law  that  in  my  judgment  is  prop- 
erly applicable  to  preclude  unlimited  obligations  of  confidence 
when  the  confidence  has  been  destroyed  by  the  issue  of  a  patent 
or  other  publication.  An  obligation  not  to  compete,  no  matter 
how  arrived  at,  is  an  unreasonable  restraint  of  trade  if  not  limited 
in  time  and/or  area — and  the  reasonable  time  limitation  runs  out 
within  a  design-and-manufacturing-lead-time  following  publication 
of  the  secret  in  a  form  reasonably  expected  to  come  to  the  attention 
of  and  be  understood  by  the  trade. 

Trademark  and  Related  Unfair  Competition  Law 

Let's  review  briefly  the  origins  of  the  trademark  and  related 
unfair  competition  rights. 

First,  they  belong  to  the  merchant,  not  to  the  creator. 

Second,  these  are  not  rights  to  preclude  copying  of  a  mark. 
The  legal  right  is  tied  to  the  mark  in  association  with  its  product 
or  service  line.  A  man  who  prints  10,000  labels  saying  nbc  and 
sells  them  in  neat  packages  has  not  infringed  the  mark  of  a  certain 
broadcasting  service,  by  that  naked  act  of  copying  and  selling 
paper  bearing  the  copied  mark. 

The  trademark  owner's  right  is  founded  not  upon  creativity, 
not  upon  promotion  of  the  useful  arts,  not  upon  property  con- 
cepts which  gave  birth  to  the  patent  and  copyright  500  years  ago. 

The  trademark  owner's  right  has  roots  only  in  the  soil  of 
commerce,  that  feed  only  from  customers,  for  the  right  is  vicari- 
ously acquired  from  the  subjective  reaction  of  the  public.  His 
right  is  to  prevent  the  public  from  being  deceived  or  confused  on 
a  certain  restricted  question— source  of  the  goods  or  services. 
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The  trademark  owner's  right  grows  from  a  different  seed  in  a 
different  soil  and  produces  a  different  flower  from  the  patent  or 
copyright. 

The  trademark  concept  stands  in  one  light  and  casts  its 
shadow  over  many  nuggets  potentially  of  commercial  gold. 

Similarly  the  patent  and  the  copyright  concepts  stand  in 
lights  all  their  own  and  cast  their  shadows  over  many  nuggets, 
potentially  of  commercial  gold. 

The  shadows  from  these  different  lights,  sometimes  overlap, 
but  they  do  not  fight  one  another. 

The  removal  of  one  light  removes  one  shadow,  but  does  not 
extend  or  modify  the  shadow  of  the  other  light  or  change  the 
nuggets  of  gold  that  lie  within  it. 

The  trademark  right  arises  not  out  of  one  single  sale — only 
the  right  to  register  arises  so  superficially  and  that  for  reasons 
of  simplicity  of  administration.  The  classic  common  law^  trade- 
mark arises  only  upon  sufficient  public  recognition  of  a  mark's 
connection  with  a  product's,  origin,  that  the  public  is  confused  by 
another's  use  of  that  same  mark.  And  this  requires  more  than  a 
single  use  by  the  proprietor.  It  requires  the  public's  own  whimsical 
and  uncontrollable  visitation  of  secondary  meaning  upon  the  mark. 

If  a  Lanham  Act^^  trademark  cancellation  upon  abandonment 
of  a  trademark,  does  not  operate  to  void  the  copyright  or  the 
patent  on  the  same  design,  then  why  should  the  expiration  or 
voiding  of  a  patent  operate  to  terminate  the  trademark  right  as 
stated  in  Sears  and  Compcol 

Neither  type  of  right  has  any  just  call  to  destroy  the  other. 
Each  is  a  right  to  preclude  a  different  thing: 

Re  patents,  duplication  and  use 

Re  copyrights,  copying 

Re  trade  secrets,  breach  of  confidence 

Re  trademarks,  deception  of  the  public  as  to  source. 

And  each  operates  for  a  different  term. 

Does  all  this  mean  that  the  philosophy  of  the  trademark  law, 
being  freed  as  I  have  suggested  of  any  influence  by  the  patent 
or  copyright  law,  justifies  what  the  trial  and  appellate  courts  did 
in  the  Sears  andCompco  cases'? 

19.  15  use  10511072,  1091-1096,  1111-1121,  1123-1127. 
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Most  positively  not ! 

On  philosophy  those  two  courts  like  the  Supreme  Court,  got 
hold  of  the  right  threads  of  law  but  couldn't  find  a  way  under 
Illinois  precedents  to  weave  them  into  the  entire  fabric  of  in- 
tellectual property. 

Here  we  must  recall  that  our  play  has  our  actors. 

1.  The  creator  is  not  involved  in  this  scene. 

2.  The  merchant   asserts   a   right   to   preclude   others   from 
copying. 

3.  The  competitor  asserts  a  right  to  copy  others. 

4.  And  the  public  asserts  a  right  to  both : 

(a)  freedom  from  confusion  as  to  source,  and 

(b)  competition  among  manufacturers  and  merchants — 
with  competition's  infinite  benefits  in  low  prices,  good 
quality,  alternative  sources  of  supply,  etc. 

The  trademark  user  through  use  of  his  mark  induces  the 
public  reaction,  secondary  meaning,  out  of  which  he  vicariously 
draws  his  right  to  prevent  the  public  from  being  deceived  or 
confused; 

Here  note  that  de  facto  secondary  meaning  may  attach  alike 
to  functional  and  nonfunctional,  to  patented  and  unpatented,  to 
copyrighted  and  uncopyrighted,  features.  The  public  visits  this 
secondary  meaning  indiscriminately  upon  all  kinds  of  features,  and 
in  this  visitation  could  not  care  less  whether  a  feature  is  patented 
or  not. 

If  we  let  the  public's  visitation  of  de  facto  secondary  meaning, 
be  the  sole  guide  to  the  right  of  the  merchant  to  preclude  duplica- 
tion or  copying  or  deceptive  uses  of  his  design,  then  we  have 
said  in  practical  reality  that  a  merchant  may  get  a  property-type 
perpetual  right  in  his  design  without  the  creativity  required  of 
authors  and  inventors  who  get  only  limited-term  rights. 

AVhile  the  law  of  patents  and  copyrights  in  historical  context 
does  not  condemn  the  perpetual  term-right  of  a  merchant  in  the 
design  he  markets,  the  philosophy  of  the  patent  and  copyright 
law's  evolution  is  that  property-type  rights  should  affix  in  in- 
tellectual concepts  only  for  limited  times. 

Nor  is  it  justice  or  injustice  to  the  merchant  who  sells  a 
design,  that  limits  the  right  of  that  merchant  to  preclude  others 
from  use  of  a  given  design. 
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It  is  the  philosophy  of  the  antitrust  and  common  law  favoring 
the  public's  right  to  freely  competing  manufacturers  and  merchants 
that  commands  that  such  a  perpetual  property  right  not  attach 
quite  so  indiscriminately. 

Thus,  insofar  as  a  design  which  does  not  qualify  for  protec- 
tion as  a  now  creation,  attaches  to  a  product  itself,  thus  rendering 
the  product  itself  popular  in  the  market,  either  by  virtue  of  its 
nice  appearance  or  by  virtue  of  its  unique  function,  justice  to  the 
merchant  and  confusion  of  the  public  should  both  give  way  to  the 
philosophy  of  the  prehistoric  right-to-copy  common  law  and  the 
antitrust  law,  both  to  the  effect  that  the  public  should  enjoy  the 
benefits  of  free-competition  in  all  products  that  it  wants. 

But  insofar  as  the  design  attaches  not  to  the  product,  but  to 
the  source-identifying  dress  in  which  the  product  is  sold,  the  trade- 
mark philosophy  has  no  conflict  with  the  antitrust  or  common 
law  right-to-copy  philosophy.  Insofar  as  the  secondary  meaning 
attaches  to  the  design  of  a  wine  bottle  and  a  right  is  given  in  that 
bottle  as  dress  for  wine,  as  in  In  re  Mogen  David,  that  trademark 
concept  of  right-to-preclude-others-from-copying  that  design  does 
not  inhibit  free  competition  in  the  product — wine. 

The  public  policy  favoring  the  public's  right  to  freely  com- 
peting, merchants  is  restricted  to  the  products,  not  to  the  dress  in 
which  the  product  is  sold. 

Summary 

Thus,  when  the  design  is  a  secret,  let  the  law  of  trade  secrets 
and  confidential  relationships  protect  it  in  perpetuity. 

But  when  it  is  revealed  to  the  public  by  patent  or  otherwise, 
let  that  destruction  of  the  confidence  destroy  the  duty  to  respect  it. 

When  a  design  qualifies  as  a  creation,  then  let  those  statutes 
concerned  with  property  right  in  creations  be  applied  to  give  the 
creator  either  a  patent,  or  a  copyright,  or  both — and  without  re- 
gard to  whether  a  trademark  right  may  also  attach  under  one  of 
the  following  principles. 

When  the  design  appears  on  the  label  or  the  carton  or  the 
bottle  or  other  container,  or  otherwise  on  the  dress  of  the  product, 
and  secondary  meaning  attaches  to  that  design,  then  let  the  trade- 
mark law  protect  that  design  perpetual]}''  no  matter  how  many 
patents  or  copyrights  may  or  may  not  have  existed  on  it.  The 
public  1  hereby  has  both  competition  in  the  product  (subject  to  any 
property  rights  of  creators  for  limited  times)  and  also  has  freedom 
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from  deception  and  confusion  as  to  source,  which  is  a  full  basket 
of  blessings. 

AVhen  the  design,  whether  functional  or  not,  is  part  of  the 
product  itself,  as  distinguished  from  the  dress  in  which  the  product 
is  sold,  then  the  antitrust  law  policy  favoring  free  competition 
on  behalf  of  the  public  at  the  expense  of  the  competitors  if  need 
be,  must  defeat  the  trademark  right  and  render  it  for  naught — 
without  regard  to  whether  patents  or  copyrights  may  exist. 

A  fabric  of  law  thus  woven  has  the  advantages  of  being  con- 
sistent with  the  historic  concepts  of  Constitutional  law,  of  being 
as  just  to  creators  as  our  Congress  can  be  in  defining  property 
rights  in  creators,  of  being  as  fair  to  merchants  as  we  can  be  and 
still  assure  competition  in  both  ornamental  and  functional  prod- 
ucts (as  distinguished  from  the  dress  in  which  they  are  sold). 
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COMMENTARY  UPON  KNOW-HOW  LAW  AND  PRACTICE  AND 
PAINTON  V.  BOURNS* 


"We  must  be  especially  wary  against 
the  dangers  of  premature  synthesis, 
of  sterile  generalization,  unnourished 
by  the  realities  of  law  in  action." 

Mr.  Justice  Frankfurter 


The  trial  court  in  Painton  v.  Bourns*,  sua 
sponte  and  thereby  "unnourished  by  the  realities  of 
law  in  action",  engaged  in  a  philosophical  dis- 
cussion of  what  the  Court  considered  to  be  federal 
patent  policy,  and  erroneously  concluded: 


*   Painton  &  Co.  LtdT  v.  Bourns,  Inc.,  l64  USPQ  595 
(DC  SDNY  1970 ),  the  appeal  having  been 
scheduled  for  argument  in  the  Court  of  Appeals 
for  the  Second  Circuit  on  February  8,  1971, 
after  the  preparation  of  this  commentary. 
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"For  these  reasons  this  court  holds 
that  federal  patent  law  requires  an 
inventor  to  submit  his  ideas  to  the 
Patent  Office  before  he  can  compel 
consideration  [as  by  contract]  for 
the  use  of  his  idea."  Painton  &  Co. 
Ltd.  V.  Bourns,  Inc..  l64  USPQ  595 
at  597  (DC  SDNY  1970). 

This  ruling  was  applied  in  a  know-how  license 
case,  indiscriminately  to  unpatented  and  unpatent- 
able know-how  as  well  as  to  potentially  patentable 
concepts  and  patented  inventions. 

Excepting  for  concepts  which  are  the  subject 
of  actively  pending  applications  for  patent,  the 
court  denied  the  existence  of  any  law  of  trade 
secrets,  breach  of  confidence,  or  know-how  protec- 
tion, purporting  to  rely  on  the  federal  patent  law 
preemption  doctrine  of  Lear  v.  Adkins,  395  U.S.  653 
(1969). 

Query:  Do  the  necessary  consequences  include 
termination  of  payment  under  all  existing  know-how 
licenses?  Do  the  necessary  consequences  foreclose 
the  negotiation  of  all  new  know-how  licenses? 

I  think  not. 

But  let  me  speak  first  to  the -errors  of 
reasoning  leading  to  that  conclusion,  and  the  error 
of  that  conclusion. 
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I.   HISTORY  OF  PATENT  LAW 


What  is  believed  to  be  the  world's  first  patent 
law,   enacted  by  the  city-state  of  Venice  in  1474, 
was  built  upon  two  basic  concepts: 


^'^   See  Patent  Study  No.  15,  85th  Congress  2nd 
Session  (I958).   There  follows  what  is  believed  to 
be  an  accurate  translation  of  the  Italian  text: 

"1474.  the  19th  day  of  March. 

There  are  in  this  city,  and  also  there 
come  temporarily  by  reason  of  its  greatness  and 
goodness  men  from  different  places  and  most 
clever  minds,  capable  of  devising  and  inventing 
all  manner  of  ingenious  contrivances. 

"And  should  it  be  provided  that  the  works 
and  contrivances  invented  by  them,  others 
having  seen  them  could  not  make  them  and  take 
their  honor,  men  of  such  kind  would  exert  their 
minds,  invent  and  make  things  which  would  be  of 
no  small  utility  and  benefit  to  our  State. 

"Therefore,  decision  will  be  passed  that, 
by  the  authority  of  this  Council  each  person 
who  will  make  in  this  city  any  new  and  ingen- 
ious contrivance,  not  made  heretofore  in  our 
dominion,  as  soon  as  it  i^  reduced  to  perfec- 
tion, so  that  it  can  be  used  and  exercised, 
shall  give  notice  of  the  same  to  the  office  of 
our  Provisioners  of  Common. 

"it  being  forbidden  to  any  other  in  any 
territory  and  place  of  ours  to  make  any  other 
contrivance  in  the  form  and  resemblance  there- 
of, without  the  consent  and  license  of  the 
author  up  to  ten  years. 

"And,  however,  should  any  body  make  it, 
the  aforesaid  author  and  inventor  will  have  the 
liberty  to  cite  him  before  any  office  of  this 
city,  by  which  office  the  aforesaid  who  shall 
infringe  be  forced  to  pay  him  the  sum  of  one 
hundred  ducats  and  the  contrivance  be  immedi- 
ately destroyed. 

"Being  then  in  liberty  of  our  Government 
at  his  will  to  take  and  use  in  his  need  any  of 
said  contrivances  and  instruments,  v;ith  this 
condition,  however,  that  no  others  than  the 
authors  shall  exercise  them, 
favorable   II6 
contrary     10 
uncertain     3" 
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(1)  property  right  of  the  inventor 
in  the  product  of  his  mind;  and 

(2)  "benefit  to  our  State"  resulting 
from  Inducement  of  men  of  "most  clever 
minds"  to  "exert  their  minds"  and  "make 
things  which  would  be  of  no  small  utility 
and  benefit  to  our  State." 

The  patent  clause  of  our  Constitution,  seems  to 
have  stirred  up  no  controversy  or  debate  in  the 
Constitutional  Convention,  and  it  carries  the  same 
two  connotations,  the  inventor's  property  right  and 
the  benefit  to  the  state.   Article  I,  Section  8, 
Clause  8  reads: 

"The  Congress  shall  have  Power  *  *  * 

"To  promote  the  Progress  of 
Science  and  useful  Arts  by 
securing  for  limited  Times 
to  Authors  and  Inventors  the 
exclusive  Right  to  their  re- 
spective Writings  and  Dis- 
coveries .  " 

It  is  noteworthy  that  the  Constitutional  lan- 
guage which  relates  to  both  process  inventions  that 
can  be  used  in  secrecy  and  to  product  inventions 
that  inherently  must  be  disclosed  by  sale  and  use 
thereof,  is  in  terms  of  grant,  of  "securing  .  .  . 
_to  ".  .  .  Inventors".   There  is  no  intimation  found 
either  in  the  Constitutional  clause  or  its  legisla- 
tive history,  of  taking  anything  from  inventors-- 
like  their  freedom  to  contract  for  disclosure  of 
their  inventions  or  for  disclosure  of  unpatentable 
know-how. 

Similarly,  from  the  first  patent  act  of  April 
10,  1790,  c.7,  1  Stat.  109,  through  the  present 
patent  act  of  1952,  present  Title  35  U.S.  Code,  the 
statutory  language  was  always  language  of  grant  of 
rights  to  inventors.   Neither  in  the  various  patent 
acts  nor  in  the  legislative  history  of  any  of  those 
acts,  is  there  to  be  found  any  suggestion  of  taking 
anything  from  inventors . 

No  concept  of  the  statutory  patent  right's 
preemption  of  the  common  law  rights  to  protect  con- 
fidential information  can  be  found  in  any  of  this 
history. 
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The  patent  law  is  expressly  restricted  in  its 
scope,  does  not  purport  to  treat  at  all  of  many 
classes  of  innovation  such  as  new  improved  hybrid 
seeds,  new  accounting  methods,  most  classes  of  com- 
puter programs,  and  new  applications  engineering 
work  within  the  skill  of  those  in  the  art.   See 
35  U.S.C.  and  IO3.   In  such  areas  it  grants  no 
patent  hut  it  has  no  phrase  of  interference  with 
other  applicable  law. 

When  the  present  patent  law  was  passed,  it  was 
the  intent  of  the  drafters  to  leave  the  common  law 
as  it  was  in  such  areas  as  trade  secrets  and  confi- 
dential information. 2 

-0-0-0- 

What  then  was  the  common  law  of  trade  secrets, 
confidential  information,  and  know-how  licenses,  at 
the  time  of  the  enactment  of  the  1952  Patent  Act? 

To  that  theme,  we  must  give  further  develop- 
ment. 


2.    P.  J.  Federico,  then  Examiner-in-Chief  of  the 
United  States  Patent  Office,  was  the  chief  technical 
advisor  in  19^9-1952  to  both  the  House  and  Senate 
subcommittees  having  jurisdiction  over  the  patent 
law.   He  personally  wrote  the  first  draft  of  what 
became  the  Patent  Act  of  1952,  and  was  a  participant 
in  both  the  bar  studies  and  the  Congress's  studies 
in  all  the  .revisions  that  matured  into  the  1952  Act. 
His  personal  files  today  are  likely  the  most  complete 
legislative  history  of  the  1952  Patent  Act  in  exis- 
tence. 

As  a  result  of  his  deep  involvement  in  all 
phases  of  the  drafting  and  revision  of  drafts  of 
what  is  now  Title  35,  he  wrote  a  comprehensive 
"Commentary  on  the  New  Patent  Act"  which  was  pub- 
lished by  West  Publishing  as  a  foreward  to  its  orig- 
inal publication  of  the  new  Title  35,  U.S.  Code 
Annotated. 

It  is  noteworthy  that  this  commentary,  written 
immediately  after  three  years  of  vigorous  work  on 
the  act  in  both  bar  and  Congressional  circles,  does 
not  suggest  any  change  in  the  1952  existing  law  of 
trade  secrets,  confidential  information,  know-how 
licenses,  or  other  possible  unfair  competition.   The 
Commentary  does  state,  that  after  the  first  draft 
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Committee  Print  of  a  proposed  bill,  the  focus  of 
attention  was  upon  codification  with  only  rela- 
tively noncontroversial  changes  in  the  law.   That  is 
clearly  inconsistent  with  any  change  so  fundamental 
and  far  reaching  as  that  promulgated  by  the  court 
below. 
[End  of  footnote] 
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II.   PEEMISE  FACTS: 

INDUSTRIAL  LIFE  IN  ACTION 

So  frequently  is  there  gross  misconception  of 
the  pragmatics  of  trade  secrets,  confidential  in- 
formation, know-how  and  the  relationship  of  patents 
to  them,  that  we  must  first  be  sure  the  premise 
facts  are  clearly  stated. 

Industry  finds  that  various  bodies  of  informa- 
tion used  in  business,  both  exist  and  must  be  treated 
as  proprietary. 

We  need  not  here  focus  upon  confidential  finan- 
cial information,  upon  secret  future  advertising 
programs,  upon  secret  plans  to  enter  the  X  market 
or  secret  methods  of  doing  business.   But,  we  must 
focus  upon: 

Patented  concepts  vs.  know-how 

One  body  of  information  that  is  used  by  indus- 
try, is  that  represented  by  patents  on  new  concepts. 

A  much  larger  body  is  that  represented  by  de- 
tailed engineering  drawings  and  specifications  for 
a  particular  application  of  a  concept;  by  the  ex- 
perience of  having  tried  a  dozen  publicly  available 
alternative  solutions  to  a  given  problem  and  having 
selected  the  one  which  is  most  economic  in  context 
of  other  parameters  of  a  system;  by  having  spent 
$50,000  on  a  literature  search  and  pilot  plant  tests 
to  evaluate  the  most  likely  choices  found  in  the 
literature  in  view  of  anticipated  changes  in  labor 
costs  vs.  machinery  costs;  etc.   — All  of  which  are 
generally  characterized  as  "know-how". 

While  some  bits  of  a  knovj-how  package  may  be 
patented  or  be  patentable,  know-how  is  in  major  part 
available  in  bits  and  pieces  of  a  puzzle,  from 
published  sources.   Often  the  know-how  package  in- 
cludes numerous  trade  secrets.   But  since  the  know- 
how  package  is  normally  the  distillation  of  knowl- 
edge--the  assemblage  of  the  pieces  of  the  puzzle — 
from  hundreds  of  trials  and  failures,  distillation 
of  a  multitude  of  compatible  details  for  an  inte- 
grated operating  system,  it  is  expensive  to  come  by 
even  when  no  element  of  the  know-how  package  is 
itself  truly  unknowable  from  public  sources  of 
information. 
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Speaking  simplistically,  patents  relate  to 
technology  at  the  conceptual  level. 

But,  the  engineering  detail  is  rarely  a  part  of 
patents--it  is  often  not  even  generated  until  after 
the  patents  issue. 

Thus,  an  invention  in  turbines,  a  novel  con- 
cept, might  be  applicable  to  hydroelectric  turbines 
and  also  to  aircraft  jet  engine  turbines.   The  con- 
cept patented  could  be  used  in  each,  upon  the  ex- 
penditure of  thousands  to  perhaps  hundreds  of 
thousands  of  dollars  in  developing  know-how  to  adapt 
the  patented  concept  to  each  application  of  the  con- 
cept, and  produce  detailed  manufacturing  specifica- 
tions and  production  procedures. 

Turbine  blades  of  different  materials  and  hence, 
of  different  strength  would  have  to  be  used  because 
of  the  different  erosion  and  corrosion  environment 
of  cool  water  in  one  application,  and  superhot  gases 
in  the  other.   Blade  dimensions  and  configurations 
would  inherently  change  in  the  two  applications,  in 
order  to  obtain  operational  efficiency  at  low  hydro- 
electric speeds  and  again  at  high  jet  engine  turbine 
speeds.   Stresses  on  the  blades  would  be  markedly 
different  in  the  two  applications.   The  different 
blade  materials  and  blade  dimensions,  would  necessi- 
tate different  tools  for  forming  them;  different 
jigs  for  mounting  them,  and  different  welding  and 
annealing  techniques. 

Thus  the  manufacturing  specifications  for  each 
application  of  the  patented  concept  may  represent 
thousands  to  hundreds  of  thousands  of  dollars'  worth 
of  engineering  time — distilled  and  developed  know- 
how  that  others  could  develop  from  the  patent  dis- 
closures but  only  at  a  similar  cost  in  market  lead 
time  and  money. 

This  engineering  detail  is  commonly  developed 
again  and  again  for  each  new  application  of  the  in- 
vention's concept,  long  after  the  patent  application 
is  filed  and  even  after  the  patent  issues  or  ex- 
pires.  For  example,  the  hydroelectric  turbine 
applications  engineering  might  be  developed  before 
the  application  for  patent  is  filed,  and  a  steam 
turbine  applications  engineering  developed  while  the 
patent  application  is  pending,  and  the  jet  engine 

-7- 


117 


73 

applications  engineering  might  be  done  not  by  the 
patentee  but  by  a  patent-licensed  competitor  five 
years  after  the  patent  issues. 

Inherently,  a  patent  cannot  disclose  the  en- 
gineering detail  for  all  applications  of  the  inven- 
tive concept.   Consistently  with  that  pragmatic  fact 
of  life  the  patent  statute.  Title  35  U.S.C.,  re- 
quires only  a  disclosure  sufficient  to  permit  others 
in  the  art  to  carry  out  the  basic  concept.   The 
patent  statute  requires  a  disclosure  of  the  concept 
of  one  mode,  i.e., 

"the  best  mode  contemplated  by  the 
inventor  of  carrying  out  his  inven- 
tion."  35  U.S.C.  112. 

Other  modes,  including  the  engineering  details  of 
such  other  modes,  b^  statute  need  not  be  disclosed 
in  the  patent--many  of  them  simply  cannot  be.   The 
patent  law  does  not  purport  to  protect  the  engi- 
neering detail,  the  specifications  producible  by 
every  engineer  in  the  art  once  the  concept  is  in 
hand.   The  patent  law  does  not  treat  the  know-how 
at  all,  one  way  or  another. 

Assume  as  is  common,  that  John  Doe  Inc.  spends 
half  a  million  dollars  and  a  year  of  potential 
market  lead  time  in  such  an  effort.   As  against 
those  who,  would  derive  from  Doe,  who  should  own  the 
property  rights  purchased  by  Doe  with  this  money 
and  market  lead  time?   Competitor  Richard  Roe  Inc.? 
Hardly.   That  know-how  which  John  Doe's  money  paid 
for,  inherently  must  belong  to  Doe  as  against  those 
who  would  derive  from  him.   (Contrast  the  patent 
right  which  is  good  also  against  independent  in- 
ventors . ) 

Once  Doe  has  spent  that  time  and  money,  what 
social  purpose  is  served  by  precluding  him  from 
selling  the  resulting  know-how  to  one  who  finds  it 
cheaper  to  buy  it  now,  than  to  spend  market  lead 
time  and  money  redeveloping  the  same  information  for 
himself?   Competition  is  clearly  more  promptly  in- 
creased and  the  public  more  quickly  served  with 
enjoyment  of  the  invention,  if  Doe  can  sell  his 
know-how  for  the  dollars  the  market  in  this  context 
will  pay. 

-o-O-o- 
-8- 


118 


74 

The  dollar  value  of  knov/-how 

The  result  of  these  circumstances,  is  that 
know-how  of  unpatentable  stature  is  a  commodity 
bought  and  sold  in  the  market  place  and  used  and 
protected  by  its  possessors,  in  dollar  volume  likely 
very  far  exceeding  the  dollar  significance  of  patents 
alone. 

The  most  sophisticated  com^'^'^'^s  faOi-ietj-mes  pay 
millions  of  dollars  for  develox-   and  proven  know-how 
in  arts  in  which  they  are  already  generally  sophisti- 
cated generally  in  petrochemicals.  Yet,  the  majority 
of  them  have  bought  the  know-how  that  set  them  up  .n 
this  business,  thereby  increasing  and  speeding  up 
competition  where  otherwise  it  would  have  been  slowed 
or  restricted. 

The  going  price  for  high  pressure  polyethylene 
know-how  licenses  in  the  decade  of  the  sixties,  was 
well  into  seven  digit  figures  per  license — one  com- 
mon formula  being  a  contract  for  royalties  expected 
to  amount  to  millions  over  a  moderate  number  of 
years.   For  example,  see  I.C.I,  v.  National  Dis- 
tillers, 342  F2d  737  at  7^^  (CA  2nd  19^5),  where 
this  Court  pointed  out  that  Toyo  of  Japan  had  agreed 
to  pay  about  $6,000,000 .for  information  on  how  to 
build  a  polyethylene  reactor.   (This  Court  found  no 
illegality  in  the  trade  secret  agreement  at  issue 
there,  and  it  was  found  to  be  legal  after  attack  by 
the  Department  of  Justice  in  United  States  v.  I.C.I. , 
254  P.Supp.  685  (S.D.N.Y.  I96F77: 

Many  companies  do  not  charge  dollars  or  royal- 
ties for  their  know-how.   They  ask  for  common  stock 
or  some  other  form  of  equity  option  in  exchange  for 
delivery  of  their  know-how. 

Often  the  know-how  is  part  and  parcel  of  either 
trademark  or  patent  licenses,  v;ith  the  amount  of 
consideration  for  each  not  carved  out  for  statistical 
analysis . 

As  a  result  of  the  common  fact  that  payments  for 
know-how  are  intermixed  with  payments  for  other 
values  ranging  from  patents  to  instruction  schools 
for  personnel,  and  of  the  common  fact  that  know-how 
is  often  sold  for  speculative  values  in  equity  par- 
ticipation rather  than  for  royalties  or  dollar  pay- 
ments, it  is  impossible  to  gather  any  precise  figures 
on  the  dollar  volume  of  know-how  conveyances  by 
United  States  industry.   But  orders  of  magnitude  are 
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available  from  a  number  of  sources,  such  as  Depart- 
ment of  Commerce  studies  of  sources  of  international 
balance  of  payment  credits,  etc. 

And,  the  order  of  magnitude  of  United  States 
industry  know-how  conveyances,  domestic  and  foreign, 
must  be  placed  in  the  billion-dollar  order  of  magni- 
tude annually. 3 


3.    For  example,  the  Survey  of  Current  Business, 
U.S.  Department  of  Commerce,  March  1970,  puts  the 
1969  fees  and  royalties  from  direct  investments — and 
this  is  foreign  alone  and  not  domestic — at 
$2,052,000,000.   The  National  Industrial  Conference 
Board,  Inc.  in  its  I969  research  report  "Appraising 
Foreign  Licensing, Performance",  citing  published 
and  unpublished  data  from  the  U.S.  Department  of 
Commerce,  states  that  "receipts  of  royalties  and 
license  fees  from  abroad  have  more  than  doubled  over 
the  course  of  the  last  ten  years,  rising  from  around 
$378  million  in  1957  to  an  estimated  $786  million  in 

1967". 

Even  with  subtractions  for  direct  patent  and 
trademark  licenses  which  may  be  included  in  those 
figures,  when  domestic  know-how  licenses  and  equity- 
type  transactions  are  added  in,  the  billion-dollar- 
plus  order  of  magnitude  for  know-how  licenses  is 
again  a  plausible  estimate.' 

See  also.  "Compensation  Patterns  in  U.S.  Foreign 
Licensing",  14  IDEA  1,  for  further  statistical  data 
consistent  with  the  billion-plus  order  of  magnitude 
for  all. United  States  industry  licensing  of  know-how. 

Finally,  the  I961  figures  from  Technological 
Innovation:   Its  Environment  and  Management,  A  Report 
of  the  Panel  on  Invention  and  Innovation,  U.S.  De- 
partment of  Commerce,  I967,  is  of  interest  though 
the  figures  are  9  years  old.   There  we  find:   "An 
important  element  of  our  international  balance  of 
payments  is  what  is  called  the  "technological"  bal- 
ance of  payments.   This  international  account  re- 
flects payments  for  technical  know-how,  patent 
royalties  and  the  like.   In  a  recent  study  of  the 
technological  balance  of  payments  of  various  coun- 
tries, the  "Organizational  for  Economic  Cooperation 
and  Development"  (OECD)  published  data  for  the 
United  States  which  are  depicted  in  Chart  5.   The 
OECD  compilation  shows  the  U.S.  receiving  roughly  ten 
times  the  technological  payments  from  abroad  as  goes 
out  in  payments  to  other  nations.   This  is  a  very 
significant  secondary  effect  of  innovation  in  the 
American  economy.   [The  Chart  5  shows  I961  payments 
to  other  countries,  $63,000,000;  receipts  by  U.S. 
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from  others  $577,000,000;  net  balance  to  U.S.  in 
1961  of  $51^,000,000.]" 

[End  of  footnote] 
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If  to  the  uncertain  figures  available  as  an 
annual  rate  of  license  income  in  fees  and  royalties, 
there  is  added  the  annual  income  from  equity  trans- 
actions, and  these  annual  income  figures  are  capi- 
talized and  added  to  the  masses  of  know-how  which  is 
not  licensed  the  total  dollar  value  of  U.S.  indus- 
trial know-how  must  "be  estimated  in  the  many-billion 
order  of  magnitude. 

Thus,  the  value  of  John  Q.  Public's  property  in 
issue  that  sua  sponte  was  taken  from  him  by  the 
trial  Court  in  Painton,  is  as  great  as  almost  any 
single  legal  issue  that  has  ever  been  litigated. 


The  Show-how  contract 

How  is  a  know-how  license,  calling  for  disclo- 
sure of  unpatentable  know-how  in  exchange  for  money, 
different  from  an  ordinary  teacher's  employment  con- 
tract? Or  a  continuing  research  and  development 
service  contract?   Or  a  technical  services  contract? 

In  all  of  these  contract  types,  money  is  agreed 
to  be  paid  in  exchange  for  the  teacher  (know-how 
grantor)  teaching  by  books  and  specifications  and 
usually  by  some  person-to-person  instruction  as  well. 

The  essence  of  the  contract,  is  a  "s_how-how" 
service  contract. 

The  difference  is  that  when  the  information  in- 
cludes trade  secrets  and  confidential  know-how,  the 
teaching  is  done  in  confidence  and  the  student  agrees 
to  keep  the  confidence — so  that  the  teacher  (know-how 
grantor)  can  sell  the  same  information  again  to 
others  who  do  not  wish  to  incur  the  loss  of  market 
lead  time  and  the  cost  of  doing  their  own  engineering 
as  the  alternative. 

The  same  confidential  know-how  is  often  sold 
twice,  three  times,  a  dozen  times,  to  different 
purchasers,  and  this  can  be  done  only  if  the  confi- 
dence is  maintained. 

By  this  comparison  with  the  teacher's  show-how 
contract  we  get  a  better  picture  of  the  essence  of 
the  relationship.   A  know-how  license  is  a  contract 
that  A  teach  B  what  A  knows  or  soon  will  know  as  a 
result  of  A's  continuing  research  and  development 
effort.   If  B  gets  the  know-how  it  sought,  B  must  be 
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required  to  pay  what  B  promised  to  pay,  whether  or 

not  the  know-how  was  patentable  or  put  into  a  patent 

application — because  B  got  the  value  he  agreed  to 
pay  for. 

-o-O-o- 

Employer-employee  relationship 

It  is  important  to  note  that  most  of  this  know- 
how  is  not  patentable,  but  business  has  a  tremendous 
investment  in  it. 

It  is  important  to  note  that  if  this  know-how 
is  not  legally  protectable,  if  the  proprietor  cannot 
compel  compensation  for  disclosure  of  it  (as  the 
Palnton  opinion  suggested  with  the  possible  exception 
of  information  covered  by  a  pending  patent  applica- 
tion), then  the  law  would  urge  every  company  to  in- 
dulge employee  raiding  of  its  competitors  with  vigor, 
in  a  dog-eat-dog  effort  to  get  information  that 
heretofore  has  been  sold  often  at  very  substantial 
prices.   Why  pay  $1,000,000  for  know-how  when  you  can 
get  most  of  the  same  information  by  hiring  the  com- 
petitor's plant  manager  far  $25^000?   If  as  was 
stated  in  Painton,  the  proprietor  cannot  compel  com- 
pensation from  those  who  .agree  to  pay  money  for 
disclosure  or  use  of  his  information,  assuredly  there 
is  no  liability  for  a  plant  manager  using  the  know- 
how  in  a  new  employer's  plant. 

Failure  of  the  law  to  continue  to  protect  con- 
fidential technical  know-how  against  those  who  would 
wrongfully  derive  its  possession  or  would  wrongfully 
use,  would  force  every  business  to  strict  internal 
secrecy  lest  departing  employees  take  competitively 
valuable  information  with  them.   Such  a  secrecy 
program  inherently  begets  large  loss  of  business 
efficiency  because  of  deterioration  of  internal  com- 
munications and  loss  of  cross-fertilization  of 
technological  intellect  among  the  employee  group. 


The  contract  for  applications  engineering  services 

Vfhat  of  a  hypothetical  four-scientist  partner- 
ship with  a  contract  to  do  applications  engineering 
for  company  X?  Painton  says  that  the  partners  cannot 
compel  consideration  for  the  disclosure  or  use  of 
their  ideas  unless  they  be  patentable.   Such  a  rule 
must  inherently  put  the  four  partners  out  of  the 
applications  engineering  business. 
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Business  R&D  budgets 

Can  business  long  justify  large  budgets  for  the 
development  of  new  know-how,  if  when  once  developed 
it  is  to  be  available  to  competitors  at  no  charge? 
In  some  areas  where  one  year's  market  lead  time  will 
pay  for  the  development  of  the  new  know-how,  the 
answer  would  be  at  least  partly,  yes. 

But  in  areas  which  command  really  large  develop- 
mental expenses  at  high  risk  that  when  the  money  is 
spent  the  new  know-how  may  nevertheless  prove  to  be 
uncommercial,  the  answer  must  in  major  part  be,  no. 

Industrial  life  in  action 
Thus  it  is  seen: 

(a)  If  the  know-how  obtained  at  great  research 
and  development  expense  is  not  protectable,  then  in- 
vestment of  private  capital  in  that  kind  of  research 
and  development,  must  inevitably  diminish — to  the 
detriment  of  the  advance  of  the  useful  arts.   And 
when  ''''  i3  occurs  gradually  over  the  years,  budget- 
commionpe-decision  by  budget-committee-decision,  who 
will  k   w  who  slew  the  goose  that  has  been  laying 
the  go  en  eggs  of  rapid  technological  progress? 

(b)  If  know-how  cannot  be  licensed  for  compen- 
sation and  protected  so  far  as  the  law  of  implied 
contracts  and  actual  contracts  would  reach,  then  the 
ethical  businessman's  contractual  dissemination  of 
know-hov;,  which  results  in  advancement  of  competition 
and  early  public  enjoyment  of  inventions,  must  termi- 
nate, forcing  potential  competitors  either, 

(1)  to  stay  out  of  a  new  line  of  business; 

(2)  to  pervert  their  ethics  and  misappro- 
priate the  requisite  know-how  in 
reliance  on  the  law's  inducement 
toward  this  immorality;  or 

(3)  spend  the  extended  time  and  money 
necessary  to  redevelop  the  know-how 
that  could  previously  have  been  pur- 
chased--time  and  money  that  otherwise 
might  have  been  devoted  to  new  de- 
velopments instead  of  to  repeating  de- 
velopment work  already  done  by  others. 
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-o-O-o- 

From  the  above  it  is  obvious  that  industry  has 
been  relying  upon  proprietary  confidential  informa- 
tion, including  technical  know-how,  as  an  important 
part  of  its  capital  investment  and  of  its  salable 
stock  in  trade. 

Industry  relies  upon  protection  of  its  invest- 
ment in  unpatented  know-how  as  against  those  who 
would  derive  from  others  without  authority. 


III.   TRADE  SECRET  AND  KNOW-HOW  LAW 
1790  to  1970 

Having  noted  the  lines  of  distinction  between 
patentable  concepts,  and  unpatentable  know-how,  and 
how  the  two  fit  into  industrial  operations  and  eco- 
nomics, let  us  consider  the  history  of  the  non-patent 
law  under  which  the  multi-billion  dollar  know-how 
investments  and  licensing  practices  were  developed. 


A  cause  of  action- for  wrongful  disclosure  of 
trade  secrets  has  been  recognized  by  some  law  at 
least  since  Roman  times.   Schiller,  Trade  Secrets 
and  the  Roman  Law;  The  Actio  Servi  Corrupit,  ^D 
Columbia  Law  Review  537  (1930). 

While  there  are  several  nonlegal  reasons  for 
there  being  fewer  trade  secret  cases  in  this  country 
before  I900  than  since,  it  is  fair  to  say  that  that 
law  of  this  country  has  always  protected  confiden- 
tial and  trade  secret  information  against  unautho- 
rized appropriation  and  use  by  those  deriving  from 
the  possessor  thereof. 

For  example: 


Early  Supreme  Court  Law 

At  least  as  early  as  I889  the  United  States 
Supreme  Court  was  upholding  contracts  involving  the 
conveyance  of  confidential  information.   Fowle  v. 
Park,  131  U.S.  88  (I889).  
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In  Board  of  Trade  v.  Christie  Grain  &  Stock  Co. , 
198  U.S.  23b,  250-51  (I905),  Mr.  Justice  Holmes  said: 

"in  the  first  place,  apart  from  special 
objections,  the  plaintiff's  collection  of 
quotations  is  entitled  to  the  protection  of 
the  law.   It  stands  like  a  trade  secret.   The 
plaintiff  has  the  right  to  keep  the  work  which 
it  has  done,  or  paid  for  doing,  to  Itself. 
The  fact  that  others  might  do  similar  work, 
if  they  might,  does  not  authorize  them  to 
steal  the  plaintiff's  [citation].   The  plain- 
tiff does  not  lose  its  rights  by  communicating 
The  result  to  persons,  even  If  many.  In  con- 
fidential relations  to  Itself,  under  a  contract 
not  to  make  it  public,  and  strangers  to  the 
trust  will  be  restrained  from  getting  at  the 
knowledge  by  Inducing  a  breach  of  trust  and 
using  knowledge  obtained  by  such  a  breach." 
(Emphasis  added.) 

The  Supreme  Court  in  I9II  stated: 

A  "secret  process  may  be  the  subject  of 
confidential  communication  and  of  sale  or 
license  to  use  *  *  *".   Dictum  in  Dr.  Miles 
Medical  Co.  v.  Park  &  Sans  Co.,  220  U.S.  373, 
402  (1911). 

The  Supreme  Court  again  sustained  trade  secret 
protection  in  DuPont  Powder  Co.  v.  Masland,  244  U.S. 

100  (1917). 

In  1929,  the  Supreme  Court  held: 

"it  is  plain  that  that  suit  had  for  its 
cause  of  action  the  breach  of  a  contract  or 
wrongful  disregard  of  confidential  relation- 
ships, both  matters  independent  of  the  patent 
law,  and  that  the  subject  matter  of  Oppen- 
helmer's  claim  was  an  undisclosed  Invention 
which  did  not  need  a  patent  to  protect  TT 
from  disclosure  by  breach  of  trust, 
[citations]   Oppenheimer '  s  [  trad~secret] 
right  was  Independent  of  *  -^  *  the  patent 

law,  ^  ^  ^" 

Becher  v.  Contoure  Laboratories,  Inc.,  et  al, 
279  U.S.  3ttW,  391,  49  S.Ct.  35b,  357  ( Emphasis 


added) . 
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Then  in  1933  we  find  the  Supreme  Court  again 
agreeing  in  U.S.  v.  Dubilier,  289  U.S.  I78,  53  S.Ct. 
55^  at  557  (1933),  that: 

"He  [the  inventor]  may  keep  his  in- 
vention secret  and  reap  its  fruits 
indefinitely. " 

Such  is  the  inventor's  option,  if  he  so  elects.   The 
Court  went  on  to  point  out  an  alternative  option: 

"in  consideration  of  its  [the  in- 
vention's] disclosure,  and  the 
consequent  benefit  to  the  community, 
the  patent  is  granted." 

In  the  famous  and  oft-followed  INS  v.  AP  case, 
248  U.S.  215  (1918)  the  Supreme  Court  in  an  unfair 
competition  case  where  copyright  law  preemption  was 
strongly  urged  upon  the  Court,  cue  Court  applied  a 
nonpreemption  rule.   There  the  Supreme  Court  held 
that  the  commercial  use  for  profit  of  even  published 
information  was  in  the  circumstance  there  present 
a  "misappropriation"  of  "quasi-property"  that  was 
not  sanctioned  by  the  cppyright  [or  patent]  laws. 

-0-0-0- 

So  we  find  a  consistent  line  of  Supreme  Court 
expressions  to  the  effect  that  inventors  have  the 
right  to  hold  onto  their  secrets  and  have  them  pro- 
tected, and  to  convey  or  license  them,  so  long  as 
they  could  hold  onto  the  secrets  or  maintain  them 
under  confidential  relationships. 


Hundreds  of  cases 

have  led  to  whole  text  books 

Literally  hundreds  of  cases,  ranging  over  the 
various  Circuit  Courts  of  Appeal  and  State  Supreme 
Courts,  have  sustained  know-how  licenses  and  breach 
of  confidence  causes  with  respect  to  trade  secrets 
up  to  the  present  time. 

This  mass  of  cases  has  resulted  in  whole  text 
books  on  this  law,  such  as  Milgrim,  Trade  Secrets 
(1968),  and  Ellis  Trade  Secrets  (195JJ";   But  what 
have  the  treatises  on  patent  law  said  on  the  topic? 
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In  1890  the  treatise  authority  of  the  day  wrote 
on  patents  and  their  relation  to  trade  secrets: 

"As  the  right  of  an  inventor  to  his 
secret  invention  and  to  a  remedy  for  the 
wrongs  by  which  his  property  therein  is 
injured,  are  not  dependent  upon  the  pro- 
visions of  Patent  Law,  they  exist  equally 
whether  the  invention  is  or  is  not  in  its 


nature  patentable, 


*  *  * 


"Numerous  products  of  inventive  skill 
lie  outside  the  field  of  those  six  classes 
of  inventions  which  the  Patent  Law  has 
undertaken  to  protect,  and  these  are  often 
as  meritorious  , and  valuable  as  those  for 
which  a  patent  can  be  legally  granted. 

"if  the  creator  of  these  unpatentable 
inventions  chooses  to  preserve  his  secret 
he  has  a  right  to  do  so,  as  also  to  communi- 
cate it  confidentially  under  such  restric-' 
tions  as  he  deems  expedienT^  and  for  an 
invasion  of  his  rights  he  has  the  same 
redress  as  if  the  subject-matter  of  his 
invention  were  entitled  to  the  protection 
of  a  patent."   Robinson  on  Patents,  Vol. 
III.   Sec.  873  (l«90j  (Emphasis  added). 

The  1965  revision  of  Deller's  Walker  on  Patents, 
being  the  second  revision  by  Deller,  recites  in 
Vol.  4  at  .pages  4-5: 

"An  inventor  has  a  natural  right, 
separate  and  independent  of  any  potential 
patent  rights  to  make,  use  and  vend  his 
invention,  and  to  deprive  the  public  of 
the  benefits  thereof  by  keeping  it  secret, 
[citation].   But  that  right  disappears  when 
the  public  uncovers  the  secret  by  fair 
means:   That  is,  means  other  than  breach  of 
a  contractual  or  confidential  relationship, 
[citation] . " 

So  spoke  one  of  the  earliest  (Robinson  I89O)  and 
the  latest  (Deller,  I965,  revising  Walker),  of  patent 
treatise  writers,  on  the  patent-trade-secret  rela- 
tionship. 
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Consistent  with  Lear  v.  Adkins,  395  US  653 
(1969),  Dellar  in  I965  went  on  to  write: 

"After  the  issuance  of  a  patent  for  an 
invention  which  had  been  a  trade  secret,  no 
right  to  further  secrecy  exists"  [I  submit-- 
as  to  the  subject  matter  disclosed  in  the 
patent,  but  no  other  subject  matter,  as  is 
developed  at  p.  32  hereof]. 


The  Restatements 

The  Restatement  of  Torts  in  1939  developed  its 
expression,  §757,  protective  of  trade  secrets  and 
confidential  information,  an  expression  which  has 
been  cited  with  approval  in  surely  hundreds  of  court 
opinions.   In  Comment  a.  to  §757>  the  Restatement  of 
Torts  discusses  the  rationale  of  patent  and  trade 
secret  protection,  as  concurrent  systems  of  protec- 
tion without  conflict  between  them. 

Similarly  the  Restatement  of  Restitution  (1937) 
provides  in  its  §136  for  restitution  of  the  value 
derived  by  use  of  another's  trade  secret. 

The  Restatement  of  Agency,  2nd  (1958),  tracking 
on  this  point  the  pre-1952  first  Restatement  of 
Agency,  proscribes  use  of  confidential  information 
belonging  to  another,  in  its  Sections  395  and  396. 

The  Restatement  of  Trusts,  2nd  (1959) a  provides 
in  §82(e),  simply:   "A  trade  secret  can  be  held  in 
trust. '^ 


Congress  gives  federal  statutory 
treatment  to  trade  secrets 

Congress  itself  has  specifically  sanctioned 
payment  of  consideration  for  acquisition  of  "secret 
processes,  technical  data,  *  *  *   and  other  property 
or  rights  by  purchase,  license,  lease  *  *  *  ."   This 
statute  is  without  regard  to  pendency  of  patent  ap- 
plications.  42  U.S.C.  l857b-l(b)(4);  16  U.S.C. 
778e(e);  30  U.S.C.  322(b). 

That  Congress  did  not  intend  to  preempt  know-how 
licenses  with  the  patent  law,  is  also  evident  from 
Internal  Revenue  Code,  26  U.S.C.  861(a)(4)  and 
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862(a)(4)  dealing  with  taxation  of  royalties  for  the 
licensed  use  of  secret  processes  and  formulas." 

Congress  has  recognized  the  existence  of  rights 
in  trade  secrets  in  a  multitude  of  other  enactments 
as  well. '4 


W] See  for  example,  the  Freedom  of  Information  Act, 
5  U.S.C.  552(b)(4)  prohibiting  federal  agency  disclo- 
sure of  trade  secrets;  l8  U.S.C.  1905  making  it  a 
federal  crime  for  a  United  States  officer  or  employee 
to  disclose  a  trade  secret;  Section  24  of  the  Securi- 
ties Exchange  Act  of  1934,  15  U.S.C.  78x,  preventing 
the  SEC  from  requiring  that  trade  secrets  or  pro- 
cesses be  revealed;  Section  6(f)  of  the  FTC  Act,  15 
U.S.C.  46(f),  preventing  the  FTC  from  making  trade 
secrets  public;  15  U.S.C.  1193(c)  requiring  trade 
secrets  received  by  the  Commerce  Department  in  refer- 
ence to  fabric  flammability  regulations  to  be  con- 
sidered confidential;  15  U.S.C.  1263(h)  prohibiting 
any  person  from  using  or  disclosing  trade  secrets 
acquired  in  connection  with  HEW  inspection  and  inves- 
tigation of  hazardous  substances;  15  U.S.C.  l4oi(e) 
requiring  trade  secrets  received  in  Transportation 
Department  inspection  and  investigation  of  federal 
vehicle  safety  standards  to  be  considered  confiden- 
tial; 21  U.S.C.  331(j)  prohibiting  any  person  from 
using  or  disclosing  information  concerning  methods- 
or  processes  acquired  under  Food,  Drug  &  Cosmetic  Act 
which  are  trade  secret;  21  U.S.C.  458(a)(5)  pro- 
hibiting use  or  disclosure  of  trade  secrets  acquired 
under  Poultry  Products  Inspection  Act;  33  U.S.C. 
466g(f)(2)  excluding  trade  secrets  from  being  dis- 
closed at  public  hearings  under  Federal  Water 
Pollution  Control  Act;  42  U.S.C.  263i(e)  prohibiting 
disclosure  by  HEW  of  trade  secrets  obtained  in  en- 
forcing Radiation  Control  for  Health  and  Safety  Act 
of  1968;  42  U.S.C.  l857d(c)(5)  providing  that  no 
witness  shall  be  required  to  divulge  trade  secrets 
in  any  hearings  under  Clean  Air  Act;  42  U.S.C. 
l857f-6c(c)  requiring  trade  secrets  obtained  by  HEW 
in  connection  with  registration  of  vehicle  fuel  ad- 
ditives to  be  considered  confidential;  and  35  U.S.C. 
122  providing  for  the  preservation  of  applications 
for  patent  in  secrecy  until  the  patent  Issues,  i.e., 
until  the  applicant  knows  what  patent  protection  he 
is  going  to  get  and  thereafter  authorizes  issuance 
of  the  patent. 
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State  Statutes 

Some  20-odd  states  have  criminal  statutes 
covering  wrongful  appropriation  of  trade  secrets, 5 
many  of  these  statutes  using  the  phrase  "trade 
secrets"  as  such,  and  essentially  all  of  the  fifty 
states  have  civil  case  law  protective  of  trade 
secrets  and  know-how. 

Federal  F?ules  of  Civil  Procedure 

The  Federal  Rules  of  Civil  Procedure,  Rule  26(c), 
expressly  provide  for  Judicial  protection  against 
unwarranted  disclosure  of  trade  secrets  in  litiga- 
tion, providing  for  protective  orders  for  "(7)  *  *  * 
a  trade  secret  or  other  confidential  research,  de- 
velopment or  commercial  information." 

-o-O-o- 


5T  .  Arkansas  Statutes,  §^1-39^9;  California  Code 
Anno.  Penal  Code,  §^99c;  Colorado  Rev.  Statutes 
(1963),  Chap.  40-5-33;  Georgia  Criminal  Code, 
^26-1809;  Smith-Hurd  Illinois  Anno.  Statutes,  Chap. 
38,  §15  et  seq;   Burns  Indiana  Statutes,  Title  10, 
§3048;  Maine  Revised  Statutes  Anno.,  Title  17, 
§2113;  Massachusetts  Laws  Anno.,  Chap.  266,  §30; 
Michigan  Compiled  Laws  Anno.,  Title  39,  §752.771 
et  seq;  Minnesota  Statutes  Anno.,  Title  4o.  §609.52; 
Nebraska  Rev.  Statutes,  I965  Suppl.,  §28-548.01 
et  seq;  New  Hampshire  Rev.  Statutes  Anno.,  Chap. 
580:32;  New  Jersey  Statutes  Anno.,  2A:119-5.3  et  seq; 
New  Mexico  Statutes,  Chap.  40Al6-23;  McKinney's  New 
York  Laws  Anno.,  Penal  Law,  §§155-00,  155-30,  I65.O7; 
Ohio  Rev.  Code  Anno.,  Title  13,  §1333.51  et  seq; 
Oklahoma  Statutes  Anno.,  Title  21,  §1732;  Purdon 
Pennsylvania  Statutes,  Title  I8,  §4899.2;  Tennessee 
Code  Anno.,  Title  21,  §1732;  Wisconsin  Statutes 
Anno.,  Criminal  Code,  §943.205. 
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The  law  that,  has  beon  In  action 

There  would  seem  to  be  no  point  in  further 
citations  to  prove  that: 

Both  before  and  after  the  enactment  of  the 
present  patent  act.  Title  35  U.S.C.,  there  was  law, 
firmly  recognized  in  Congressional  as  well  as  State 
law,  and  in  U.S.  Supreme  Court  decisions  and  FRCP 
26(c),  which  protected  trade  secrets  and  confiden- 
tial information,  taxed  them  as  property,  and 
authorized  U.S.  government  purchase,  license  or 
lease  of /them  for  royalties  or  other  compensa- 
tion.^  1/2 

All  this  law  is  untainted  by  any  suggestion 
that  any  alleged  policies  found  in  the  patent  lav;" 
preclude  either  tlio  protection  of  or  licensing  of 
trade  secrets  and  other  confidential  inforraation. 


5  1/2.   The  author  wrote  a  basic  paper  on  one  intel- 
lectual property  law's  preemption  of  another,  im- 
mediately following  Sears  and  Coiapco.   For  further 
development  of  the  philosophy  of  the  pertinent  law, 
see  "a'  Philosophy  on  the  Protections  Afforded  by 
Patent,  Trademark,  Copyright  and  Unfair  Competition 
Law",  54  Trademark  Reporter  4l3,  a  copy  of  which  is 
annexed  as  an  Appendix  hereto. 
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IV.   THE  LEGISLATIVE  PROCESS  VS.  THE 
JUDICIAL  PROCESS  FOR  CHANGING 
THE  LAW 


It  is  significant  to  note  that 

(a)  neither  in  Sears  v.  Stlffel,  376 
U.S.  225  (196^)  nor  Compco  v.  Day-Brlte, 
376  U.S.  23^^  (19^6)  upon  v;hich  Mr.  Justice 
Black  relies  in  his  partial  dissent  in 
Lear, 

(b)  nor  in  Lear  v.  Adkins,  395  U.S. 
653  (1909)  upon  which  Judge  Motley  relied 
in  her  opinion  in  Painton, 

(c)  nor  in  the  district  court  pro- 
ceedings in  Painton  v.  Bourns, 

did  any  party  present  a  brief  to  the  court  (a)  as  to 
the  law  of  Chapter  III  of  this  commentary,  or  (b)  as 
to  the~facts  of  industry  practice  in  action  recited 
in  Chapter  II  of  this  commentary. 

All  that  industry  practice  is  germane  to  public 
policy  on  the  point  in  question. 

The  multi-billion  dollar  balance  of  payments 
credits  which  this  country  enjoys  from  know-how  li- 
censes is  germane  to  public  policy  on  the  point  in 
qi^estion. 

All  that  law  is  germane  to  the  public  policy  on 
the  point  in  question. 

Further,  no  party  in  any  of  those  cases.  Sears, 
Compco,  Lear  or  Painton,  presented  to  the  court  what 
the  effect  of  tlic  Painton  change  of  the  law  (also 
found  in  the  dissent  in  Lear),  would  be  upon  the 
perhaps  5OOO  industrial  businesses  in  the  United 
States,  or  their  employees.   These  persons  comprise 
John  Q.  Public,  and  Mr.  Public  has  had  neither  day 
in  court  nor  hearing  in  Congress,  nn  vJhich  to  pre- 
sent his  views  as  to  wliat  the  law,  or  public  policy, 
should  be. 

Neither  applicable  existing  law  on  know-how  and 
trade  secrets,  nor  the  effect  of  the  change  in  the 
law  upon  industry,  was  before  the  Painton  Court,  or 
before  the  Supreme  Court  in  Lear,  Sears  or  Compco. 
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-o-O-o- 

It  is  thus  clear  that  the  judicial  process,  is 
not  and  cannot  be  the  proper  process  for  the  kind  of 
change  in  the  law  which  was  expressed  by  the  District 
Court  in  Painton. 

In  a  case  wherein  the  government  was  urging  a 
change  in  the  policy  of  title  to  inventions  made  by 
employees,  the  Supreme  Court  stated: 

"The  courts  ought  not  to  declare  any  such 
policy;  its  formulation  belongs  solely  to 
the  Congress.  *  *   *   These  are  not  legal 
questions,  which  courts  are  competent  to 
answer.   They  are  practical  questions, , and 
the  decision  as  to  what  will  accomplish 
the  greatest  good  for  the  inventor,  the 
government,  and  the  public  rests  with  the 
Congress.   We  should  not  read  into  the 
patent  law  limitations  and  conditions 
which  the  Legislature  has  not  expressed. " 
UTS.  V.  Dubilier  Condenser  Corp.,  259  U.S. 
_  17«,  19a,  53  S.Ct.  55^,  5bl  (1933). 

Only  by  considering  all  the  practical  issues 
herein  recited,  and  many  more  not  here  developed  but 
as  to  which  there  can  be  no  record  before  the  Court, 
can  the  proper  determination  of  the  balance  of  public 
policy  be  made. 

Only  legislative  bodies  have  mechanism  for  con- 
sidering the  v4-ews  of  industry,  the  reality  of  pro- 
posed law  in  action. 


V.   LEAR  V.  ADKINS  DID  NOT  CHANGE  THIS 
BASIC  LAW 


The  United  States  Supreme  Court  in  Lear  v. 
Adkins,  395  U.S.  653  (I969),  did  not  make  any  change 
in  the  law  so  far  reaching  as  did  the  Painton  Court, 
and  specifically  did  not  change  the  basic  law  above 
developed.   Two  points  from  Lear  make  this  clear: 
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Point  1.   What  was  before  the  Court  In  Lear? 

In  Lear  the  royalty  obligation  in  issue  was  tied 
by  the  contract-in-suit  to  "patented  or  patentable 
subject  matter--inherently  to  the  concept  level  of 
subject  matter  that  ls_  disclosed  in  patents  and  not 
to  detailed  engineering  specifications  or  know-how 
level  of  information  that  is  not  disclosed  in 
patents.   The  concept  level  is  all  that  was  before 
the  Court. ^ 

Inherently  Lear  could  not  have  established  new 
law  on  know-how  levels  of  subject  matter  that  were 
not  before  the  Court  and  not  briefed  or  argued  to 
the  Court.  , 

It  is  important  that  this  distinction  be  clear: 

While  a  secret  concept  disclosed 
in  a  patent  issued  to  the  owner  of 
the  secret,  is  after  the  patent's 
issue  no  longer  a  secret  subject  to 
injunctive  protection  of  secrecy, 
engineering  detail  and  know-how  not 
disclosed  in  such  a  patent  remains 
under  Lear  viable  subject  matter  for 
a  know-how' license  or  a  technology 
disclosure  contract  calling  for  com- 
pensation at  the  discretion  of  the 
contracting  parties. 

Point  2.   The  Majority's  Refusal  of  the  Dissent's 
Invitation 

A  three-Justice  dissent-in-part  in  Lear  ex- 
pressed as  the  minority  vievr  a  rule  that  the  patent 
law  had  preempted  all  protection  of  technological 
know-how--essentially  the  same  view  as  that  expressed 
by  the  District  Court  in  Painton. 

The  drafters  of  Title  35  did  not  so  intend. 
This  is  clear  from  the  previously  cited  (footnote  2) 

U]      Further  the  Adkins '  patent  had  issued,  in  that 
instance  disclosing  all  the  royalty  bearing  (former) 
secrets,  so  no  continuing  secrets  or  other  informa- 
tion kept  confidential,  were  involved  in  the  period 
of  time  as  to  which  the  Court  denied  compensation 
to  Adkins . 
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Federico,  "Commentary  on  the  New  Patent  Act"  by  the 
primary  drafter  of  that  act.   Further,  prior  Supreme 
Courts  could  find  no  such  rule  in  the  patent  law. 
Nor  could  the  majority  of  the  present  Court  in  Lear. 
See  also,  Arnold,  A  Philosophy  on  the  Protections 
Afforded  by  Patent,  Trademark,  Copyright  and  Unfair 
Competition  Lavj",  34  Trademark  Reporter  4l3,  an 
Appendix  hereto. 

There  is  no  phrase  in  Title  35  which  can  be 
pointed  to  as  providing  that  failure  to  file  an  ap- 
plication for  patent  renders  the  item  of  information 
unprotected  against  misappropriation  or  use  by  em- 
ployees, licensees,  or  others  in  confidential  rela- 
tionship. 

The  majority' s  action  in  Lear  is  what  is  impor- 
tant.  That  majority,  having  considered  the  three- 
Justice  minority  viev;,  said: 

"*  *  *  -(^e  should  not  now  attempt  to  define 
in  even  a  limited  way  the  extent,  if  any, 
to  which  the  States  may  properly  act  to 
enforce  the  contractual  rights  of  inventors 
of  unpatented  secret  ideas."   395  U.S.  at 
675. 

By  expressly  refusing  the  minority's  invitation 
to  the  further  step,  the  majority  in  Lear  clearly 
left  the  law  of  technological  trade  secrets  prior  to 
any  publication  in  a  patent,  just  as  it  was  pre-Lear 
(even  though  the  majority  also  invited  "fully  focused 
inquiry"  upon  the  issue). 

Federal  courts  are  bound  by  Erie  v.  Tompkins, 
304  U.S.  64,  to  follow  the  state  law,  which  clearly 
was  left  by  Lear's  majority  in  the  same  substance 
found  prior  to  Lear,  Sears  and  Compco,  with  respect 
to  trade  secret  and  know-how  licensing  of  subject 
matter  not  disclosed  in  or  protected  by  patent. 

Hence,  as  to  any  subject  matter  not  disclosed 
in  an  issued  patent,  the  prior  common  law  must  pre- 
vail--! submit  unless  and  until  the  appropriate 
legislative  body  has  acted  to  the  contrary. 

-o-O-o- 
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Last  year  the  authors  wrote  a  fairly  complete 
paper  on  "Life  Under  Lear",  which  has  been  published 
in  the  November  1970  issue  of  the  Texas  Law  Review. 
Perhaps  reference  to  that  paper  justifies  our  avoid- 
ance of  further  expansion  here,  of  the  Lear  Inc.  v. 
Ad kins  topic. 


VI.   THE  PARTICULAR  ERRORS  OF  THE 
PAINTON  OPINION 


Error  One 

The  Painton  opinion  recites: 

"...  once  a  patent  issues,  regard- 
less of  what  was  the  intention  of  the 
contracting  parties,  the  patentee- 
licensor  may  not  enforce  its  trade 
secret  claims."  l64  U.S.P.Q.  at  596. 

The  expression  was  applied  to  know-ho\v  not  disclosed 
in  patents,  whereas  it  should  at  least  have  been 
expressly  limited  to  subject  matter  disclosed  in  the 
subject  patents. 

•■  Patents  relate-  to  technology  at  the  conceptual 
level.   Engineering  detail  is  never  a  part  of  patents 

The  patent  law  does  not  purport  to  deal  in  any 
way  with  applications  engineering  detail,  the  speci- 
'fications  producible  by  every  engineer  in  the  art 
once  the  concept  is  in  hand. 

This  much  is  consistent  with  Lear  v.  Adkins, 
395  U.S.  653  (1969). 

But  I  see  no  reason  why  a  party  who  contracts 
for  early,  pre-patent  disclosure  of  trade  secrets 
should  not  be  bound  by  his  contract's  provision  to 
pay  royalty,  irrespective  of  the  event-subsequent 
that  a  patent  issues  which  discloses  the  secret-- 
for  if  he  wants  to  stop  payment  of  money  then  he 
should  contract  for  that  right.   On  this  last 
thought  I  am  out  of  step  with  Lear. 
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Error  Two 

Said  the  Palnton  opinion: 

"Our  patent  policy  of  strict  regula- 
tion of  inventions  would  be  undercut 
if  inventors  could  enforce  agreements 
for  compensation  for  alleged  secret 
ideas  without  being  required  to  sub- 
mit those  ideas  to  the  Patent  Office^ 
and  thereby,  eventually  have  the 
ideas  disclosed  to  the  public."   l64 
U.S.P.Q.  at  596. 

And  in  footnote  12  of  the  opinion: 

"Federal  patent  policy,  the  court  has 
held,  will  not  allow  state  trade  secret 
claims  against  a  party  who  has  ex- 
pressly contracted  for  them  where  there 
has  been  no  patent  application.   There- 
fore, federal  patent  policy  will  not 
allow  Bourns  to  have  a  trade  secret 
claim  in  tort  for  Painton's  use  of  trade 
secrets  that  were  obtained  pursuant  to 
that  contract."   l64  U.S.P.Q.  at  598. 

Neither  the  Congress  nor  any  court  has  ever  made 
that  requirement  before. 

The  patent -policy-would-be-undercut  statement  is 
rendered  clearly  in  error,  by  the  circumstance  that 
the  patent  policy  has  always  heretofore  lived  com- 
patibly with  protection  of  technological  know-how  by 
contract  and  confidential  relations,  without  any 
move  by  anybody  at  any  level  of  the  bar,  industry 
or  the  Congress,  to  change  it. 

The  Court  stated  that  the  patent  policy  "would 
be  undercut  if  inventors  could  enforce  agreements 
*  *  *" ;   but  inventors  always  have  enforced  such 
agreements  without  undercutting  any  policy  envisioned 
by  drafters  of  the  patent  act  or  previously  found  by 
the  Court  to  be  patent  policy. 

Further,  the  quoted  statement  is  built  upon  a 
false  premise,  a  presumed  equivalence  between  (1^ 
patentable  concepts,  unobvious  (by  35  U.S.C.  I03I 
to  those  of  skill  in  the  art,  and  (2)  accumulation 
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of  distilled  essence  of  effective  and  economic  know- 
how,  which  often  does  not  come  into  being  until  after 
the  patent  application  is  filed  or  the  patent  issues. 

The  concept  of  many  inventions  must  be  disclosed 
to  the  public  after  the  first  marketing  of  the  in- 
vention, and  hence  be  available  for  essentially  all 
to  use  in  free  and  open  competition  free  of  any 
obligation  of  confidence.   Hence  inventors  of  such 
inventions  would  not  be  encouraged  to  avoid  filing 
applications  for  patent,  by  the  enforcement  of  know- 
how  contracts,  since,  unless  patented,  the  inventive 
concepts  would  no  longer  be  protectable  once  publicly 
disclosed.   The  proof  is  in  the  pudding--they  have 
not  been  so  discouraged  though  the  law  has  always 
been  as  Painton  now  condemns. 

As  to  process  inventions  that  can  be  preserved 
in  confidence,  the  essentially  uniform  practice  of 
all  industry,  in  context  of  enforceable  know-how 
licenses  has  always  been  to  seek  patent  protection 
when  the  process  seemed  to  be  of  patentable  stature. 
Why?  To  recite  only  one  reason:   Because  the  patent 
affords  protection  against  independent  inventors  as 
well  as  against  those  deriving  the  disclosures  from 
the  possessor  in  confidence,  whereas  know-how  license 
law  affords  protection  only  against  the  party  who 
contracted  to  pay  for  the  disclosure  or  who  wrong- 
fully appropriated  it.   Again,  the  proof  is  in  the 
pudding;  industry  has  essentially  uniformly  sought 
patent  protection  when  it  was  obtainable,  in  spite 
of  the  availability  of  lawful  know-how  licenses. 


Error  Three 

"...  patent  policy  which  allows  compen- 
sation only  for  ideas  which  rise  to  the 
level  of  invention  [a  false  premise  as 
above  developed]  would  be  further  under- 
mined by  the  enforcement  of  such  a  contract 
[know-how  license],  since  compensation 
would  be  awarded  for  non-inventions.   And 
if  this  court  were  to  hold  that  before  a 
state  could  enforce  a  trade  secrets  con- 
tract, the  ideas  must  be  found  to  be  an 
invention  as  prescribed  by  the  rigid  re- 
quirements of  federal  patent  law  [an  "if" 
which  nobody  has  ever  proposed  for  any 
legislation],  inventors  would  be  able  to 
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circumvent  'the  manner  in  which  (inven- 
tions) may  be  protected',  [citation] 
Inventors  would  be  encouraged  to  avoid 
filing  applJ  cations  altogether  and  con- 
tract for  long  licenslnp;  arrangements. 
*  *   *"   154  U.S.P.Q.  59b. 

Again  v;e  find  the  Court,  v;ithout  benefit  of  the 
investigation  and  industry-wide  study  of  the  legis- 
lative processes,  finding  a  premise  fact  without  sup- 
porting evidence  that  is  grossly  in  error.   The 
leading  current  treatise  on  the  subject,  Deller ' s 
Walker  on  Patents  (2nd  edition)  /  explains  at  Vol.  4, 
p.  4  why  inventors  choose  patents  over  taking  the 
risks  of  loss  of  secrecy. 

Finally,  is  there  no  public  policy  against 
fraudulent  procurement  of  a  technological  teacher's 
services  and  of  his  know-hov;,  on  false  promises  to 
pay  a  fair  value  for  the  teaching  services  and  the 
know-how  taught? 

A  study  of  the  legislative  history  of  every 
patent  law  of  American  history  will  reveal  not  one 
reference  anyvJhere  to  loss  of  rights  in  know-how  if 
no  application  for  patent  is  filed  on  it. 

Accordingly,  the  correct  rule  is  that: 

In  exchange  for  the  grant,  the 
patent  law  requires  a  publication 
of  certain  secrets,  but  the  patent 
law  does  not  concern  itself  with 
Contracted  consideration  for  pre- 
patent  disclosures  of  secrets. 

Error  Four 

Fundamental  to  the  errors  discussed  above,  is 
the  error  quoted  at  the  beginning  of  this  commentary; 

"*  *  *   federal  patent  law  requires 
an  inventor  to  submit  his  ideas  to 
the  Patent  Office  before  he  can  compel^^ 
consideration  for  the  use  of  his  idea." 
l64  U.S.P.Q.  at  597. 

From  the  foregoing,  this  recitation  is  seen  to  be: 
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(1)  ur.l:-.:\-r:r.ed  legislation  at  the 
district  court  level; 

(2)  new  tc  jurisprudence; 

(3)  co:r:rarY  to  all  legislative  in- 
tent that  car.  "re  discerned  from  a  study  of 
the  legisla-ive  iiistory  of  our  Constitutional 
clause  and  c-  all  the  various  patent  acts; 

(4)  a  rc-srriction  on  the  development  of 
and  disseminavion  of  technology  and  on  com- 
petition that  :\ci-::\a.lly   results  from  know-hov; 
licenses  —  "S::cv,--how  contracts"; 

(5)  net  responsive  to  the  distinctions 
between  pater.taliie  classes  of  conceptual 
subject  matter  and  billion-dollar  values  in 
know-how  levels  of  subject  matter  not  pro- 
tectable  by  rr;e  patent  law; 

(6)  inco:isistent  with  public  policy 
which  normally  favors  freedom  to  contract 
and  condemns  one  party's  fraudulent,  free 
appropriation  of  the  value  possessed  by 
another,  while  purporting  to  be  buying  it; 
and 

(7)  irreconcilable  with  research  and 
development  service  and  consulting  engi- 
neering contracts  wherein  one  agrees  to 
disclose  his  ideas  to  another  for  a  con- 
sideration. 

Basic  underlying  error 

All  of  the  Paint on  court's  errors,  are  not- 
unnatural  outgrov.'t.h  of  a  growing  body  of  prior 
philosophic  writii\^;s  by  the  Supreme  Court  and  minori- 
ties thereof,  on  various  facts,  to  the  effect  that 
one  intellectual  property  law  ought  to  preempt  at 
least  something  in  another  area  of  intellectual 
property  law.   This  growth  is  apparent  by  tracing 
the  philosophy  from  Singer  Mfg.  Co.  v.  June  Mfg. 
Co.,  163  U.S.  169  jro^Jb),    though  Kellogf;  Co.  vT" 
National  Biscuit  Co.,  305  U.S.  Ill  (193»),  Scott 
Paper  Co.  v.  Marcalu^-,  Mfg.  Co.  Inc.  et  al,  326  U.S. 
249  (I943},  Seara  Roobwck   &  Co .  v7  Stiff el  Co. ,  376 
U.S.  225  (I9b4j,  Compco  Corp.  v.  Day-Brite  Lighting, 
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Inc.,  376  U.S.  234  (1964),  and  finally  Lear  Inc.  v. 
Adklns,  395  U.S.  653  (1969)-   Thus  Painton  cannot  be 
dismissed  lightly  as  a  freak  error  not  likely  of 
repetition. 

But  the  fact  is  that  none  of  the  areas  of  intel- 
lectual property  law  were  drafted  to  preempt  others.' 

The  common  law  gives  the  right  to  free  and  open 
use  of  that  which  (1)  is  publicly  available,  and  (2) 
is  derived  from  the  public  availability.   Against 
that  common  law  affirmative  right  to  use,  society 
.has  created  a  number  of  negative-type  rights  to  pre- 
clude others  from  use,  each  built  upon  its  own 
socio-legal  foundation,  standing  in  its  own  right, 
casting  its  own  shadow  of  varying  scope  and  term  de- 
termined by  its  own  socio-legal  premises  and  purposes. 

The  shadows  of  the  patent  right  to  preclude 
others,  of  the  copyright  right  to  preclude  others,  of 
the  trade  secret  right  to  preclude  others,  of  the 
know-how  contract  right  to  preclude  others,  etc., 
overlap  in  part  but  they  do  not  fight  one  another. 

Take  away  the  trade  secret  right  by  its  owner's 
publication,  and  the  shadow  of  the  patent  right  to 
preclude  others  may  properly  remain  for  its  statutory 
term. 

Permit  a  design  patent  on,  shall  we  say,  the 
Coke  bottle  shape,  to  expire.   The  trademark  right  to 
preclude  others  from  use  of  that  bottle  in  connection 
with  the  sale  'of  soft  drinks,  may  properly  remain. 

Wrap  up  the  patented  concept  in  a  package  of  ap- 
plications engineering  costing  3  years  and  $1,000,000 
to  develop,  and  the  right  to  royalties  acquired  by 
contract  for  purchase  of  the  know-how  and  the  right 
of  termination  of  use  of  that  know-how  if  not  paid 
for,  can  properly  remain  irrespective  of  whether  the 
patent  be  valid  or  expired. 


7.    Again  here  see  Arnold,  "A  Philosophy  on  the 
Protections  Afi'orded  by  Patent,  Trademark  and  Copy- 
right and  Unfair  Competition  Law",  54  Trademark 
Reporter  4l3,  attached  as  an  appendix  hereto. 
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For  the  patent  grants  no  affirmative  right  to 
use;  its  grant  is  solely  a  right  to  preclude  use. 

The  shadows  cast  by  the  various  independent 
rights  to  preclude  others,  do  not  fight  one  another 
in  social  or  public  policy.   Rather,  the  various 
rights  complement  each  other. 

The  only  proper  fight,  if  any,  is  between  each 
exception  to  the  common  law  affirmative  right  to  use, 
and  the  anti-trust  law  right  to  compete.   That  is  a 
subject  for  another  paper  that  ought  to  be  entitled, 
"is  Antitrust  the  One  True  God?  —The  sole  god  before 
which  all  other  public  policy  must  lie  down  to  die? 


VII.   CONCLUSION 

It  is  apparent  that  the  trial  Court  in  Painton 
indulged  a  "premature  synthesis  of  sterile  generali- 
zation, unnourished  by  the  realities  of  law  in 
action'^',  and  unnourished  by  the  legislative  processes 
which  on  the  point  of  law  in  issue,  are  highly  pre- 
ferred to  judicial  processes  as  original  lawmakers. 

The  language  of  the  trial  court  discussed  above 
is  now  present  in  our  law  books  and  is  inherently  on 
a  day-by-day  basis  today  frustrating  the  normal  con- 
duct of  know-how  licensing  negotiations. 

But  I  continue  to  negotiate  them,  having  faith 
in  -the  ultimate  persuasion  of  what  I  have  developed 
for  you,  before  both  legislative  and  judicial  bodies. 
I  have  negotiated  two  such  contracts,  each  involving 
seven-digit  values,  within  the  last  month. 

Because  the  tax  law  affords  capital  gains  treat- 
ment for  conveyance  of  know-how  as  a  capital  asset, 
I  have  a  bias  to  structure  the  contract  in  the  form 
of  such  a  conveyance  when  feasible. 

But  1  believe  that  the  effects  of  Painton  are 
more  safely  avoided  if  the  contract  is  phrased  and 
structured  as  a  technical  services  or  show-how  con- 
tract, and/or  a  continuing  R&D  contract.   Note, 
however,  this  approach  subjects  the  income  to  ordi- 
nary income  tax. 
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The  appeal  of  Palnton  v.  Bourns  was  scheduled 
for  argument  February  b,  1971  before  the  Second 
Circuit.   Hopefully J  the  fiasco  committed  by  the 
District  Court  will  be  straightened  out. 
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LIFE  UNDER  LEAR 

TOM  ARNOLD*  AND  JACK  GOLDSTEIN** 

The  authors,  practicing  patents  attorneys,  are  appalled  by  the 
implications  of  the  holding  in  Lear  v.  Adkins  that  a  licensee 
may  challenge  in  court  the  validity  of  his  licensor's  patent. 
They  are  particularly  concerned  that  Lear  foreshadows  pre- 
emption of  all  know-how  licensing  by  federal  patent  law. 
Since  the  courts  uphold  only  a  modest  percentage  of  the 
patents  attacked,  the  authors  believe  small  and  medium-sized 
companies  will  simply  keep  their  inventions  to  themselves 
or  will  cease  their  R&D  efforts  rather  than  endure  the  ex- 
pense of  extended  patent  litigation. 

I.    Preface 

A  man's  word  must  not  be  his  bond.  Public  policy  commands  that 
honesty  in  patent  and  know-how  licenses  must  be  muzzled.  Them's 
fight'n  words  to  men  brought  up  on  the  Spartan  concepts  of  law  west 
of  the  Pecos,  but  without  exaggeration  that  is  the  law  we  live  under. 
That  is  Lear,^  which  creates  the  problem  for  the  patent  attorney  of 
living  without  contracts  worthy  of  the  name. 

A  paper  on  Lear  could  be  many  diverse  papers.  It  could  be  a  com- 
mentary on  the  evil  of  unnecessary  judicial  legislation  and  on  the  need 
for  legislative  processes  when  public  policy  is  being  conceived  out  of 
the  ether.  A  paper  on  Lear  could  focus  on  the  malfunction  of  our 
judicial  system  under  which  a  cause  of  action  cannot  be  finally  decided 
for  substantially  over  a  million  dollars  in  litigation  expense  and  cannot 
be  litigated  to  conclusion  in  a  decade.  This  paper  focuses  on  Life  under 
Lear. 

II.    The  Facts  and  the  State  Court  Decision 

Lear's  gyroscopes  were  expensive  to  make  and  suffered  drift,  which 
was  excessive  for  the  high  performance  requirements  of  new  instru- 
mentation. Adkins  was  a  pretty  savvy  guy;  Lear  knew  it  and  employed 
him.  His  1951  employment  contract  provided: 

•  Member  of  the  Houston  Bar.  B.S.,  1944,  LL.B,,  1949,  University  of  Texas. 
••  Member  of  the  Houston  Bar.  B.S.,   1964,  Purdue  University;  JJ>.,  1968,  George 
Washington  University. 

1  Lear.  Inc.  v.  Adkins,  395  U.S.  653  (1969). 
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This  agreement  pertains  to  vertical  gyros  which  are  to  be 
fabricated  at  Lear,  Inc.  under  the  supervision  of  John  S. 
Adkins.  All  physical  instruments  fabricated  shall  become  the 
property  of  Lear,  Inc.  All  new  ideas,  discoveries,  inventions, 
etc.,  related  to  said  vertical  gyros,  become  the  property  of  Mr. 
John  S.  Adkins.  Mr.  John  S.  Adkins  agrees  to  license  Lear, 
Inc.  to  manufacturer  said  vertical  gyros  on  a  mutually  satis- 
factory royalty  basis. 

Adkins  was  paid  a  moderate  salary,  but  is  seems  fair  to  say  that  his  pri- 
mary inducement  to  give  of  his  knowledge  at  the  modest  salary  was 
the  contract  under  which  he  would  enjoy  royalty  participation  in  the 
results  of  his  work  for  Lear.  In  short,  he  got  a  piece  of  the  action. 

Gyroscopes  require  pairs  of  bearings  more  accurately  aligned  than 
those  in  any  other  mechanical  device.  Since  these  bearings  wear  out 
before  any  other  part  of  the  expensive  instrument,  they  must  be  re- 
placeable with  precise  alignment.  How  to  get  such  precise  alignment 
in  the  factory,  and  how  to  get  such  precise  alignment  in  the  field  when 
the  unit  is  being  reassembled  after  service,  all  at  reasonable  cost  in 
time  and  money,  had  not  been  obvious  to  Lear  or  Adkins  prior  to  their 
employment  relationship.  But  Adkins  went  to  work  and  solved  the 
problem. 

Lear  used  the  Adkins  design  in  its  Model  2156  gyros  produced  at 
its  California  plant.  A  variant  on  the  theme  was  developed  at  Lear's 
Michigan  plant  and  used  on  the  gyros  made  there,  which  were  known 
as  the  "steel"  gyros  or  the  "Michigan"  gyros.  Although  Adkins  himself 
did  not  participate  in  the  development  of  the  steel  gyro  variation  in!| 
Michigan,  and  although  the  California  Supreme  Court  carefully  ana- 
lyzed the  evidence  before  stating  that  "the  conclusion  that  Lear  uti- 
lized Adkins'  invention  in  its  [Michigan]  steel  gyros  is  compelled  by 
the  record,"^  the  degree  of  the  Michigan  development's  piggy-backing 
upon  Adkins'  California  concept  and  effort  remains  subject  to  argu- 
ment. 

When  Adkins  made  his  clearly  valuable  development,  the  obvious 
inadequacy  of  the  1951  employment  contract  recitation  of  a  "mutually 
satisfactory  royalty"  was  placed  in  bold  relief.  About  three  years  of 
tortuous  negotiations  followed,  Adkins  representing  himself  in  the 
negotiations  but  Lear  having  knowledgeable  counsel.  The  result  in 
1955  was  four  long,  complex,  and  often  ambiguous  contracts,  which 
among  other  things:  (1)  granted  Lear  a  license  under  the  "patented  or 

2  Adkins  v.  Lear,  Inc.,  67  Cal.  2d  882,  902,  435  P.2d  321,  341,  64  Cal.  Rptr.  545,  565 
(1967). 
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patentable  claim,"  "disclosed  or  intended  to  be  disclosed"  in  the  then 
pending  patent  application,  which  subsequently  matured  into  the 
patent  involved  in  the  suit  (the  license  was  exclusive  at  the  time  of  the 
agreement,  but  at  Lear's  option  it  became  nonexclusive  upon  the  event 
of  Adkins'  leaving  Lear's  employment);  (2)  set  the  royalty  rate  of  one 
and  one-quarter  percent  of  the  sales  price  of  the  gyro  itself  plus  a 
defined  portion  of  those  associated  components  that  affected  the  ac- 
curacy of  the  gyro  signal  system;  (3)  gave  Lear  the  option  to  terminate 
the  license  and  the  royalty  obligation  upon  the  event  that  (i)  Adkins  did 
not  get  substantial  patent  claims,  or  (ii)  the  Adkins  patent,  once  issued, 
was  declared  invalid;  and  (4)  superseded  the  1951  contract,  relieving 
Lear  of  its  broad-scope  and  indefinite-term  provisions. 

Two  years  later,  in  1957,  Lear  advised  Adkins  that  Lear  believed 
the  Michigan  gyros  did  not  use  any  Adkins  invention,  that  the  Michigan 
gyros  were  not  within  the  patent  application  then  standing  under  a 
rejection,  that  Lear  had  now  made  a  search  and  believed  Adkins  had  in- 
vented nothing  patentable,  and  that  Lear  would  pay  no  more  royalties 
on  the  Michigan  gyros  but  would  continue  to  pay  on  the  California 
gyros.  Adkins  protested  and  quit  his  job  at  Lear.  Nineteen  months 
later,  after  another  Patent  Office  rejection,  Lear  purported  to  terminate 
the  license  altogether  under  a  somewhat  ambiguous  contract  provi- 
sion and  stopped  paying  any  royalties.  In  truth  the  prior  art  was  close 
(as  it  was  extremely  close  with  Edison's  electric  light  and  Bell's  tele- 
phone).^ 

Even  though  the  Patent  Office  had  rendered  an  interim  rejection 
on  close  references,  Adkins  persevered  and  his  patenf  issued.  On  the 
same  day,  in  1960,  Adkins  sued  in  the  California  state  courts  under  the 
contract  for  his  royalties  on  both  California  and  Michigan  gyros.  In 
1963  Lear's  successor,  Lear  Siegler,  Inc.,  filed  a  declaratory  judgment 
action  against  Adkins  in  a  United  States  district  court,  which  was 
stayed  pending  outcome  of  the  state  court  contract  case.^ 

After  tortuous  inconsistent  litigation,  the  California  Supreme 
Court  held:  (1)  Lear  had  not  validly  terminated  the  license;  (2)  al- 
though under  the  1955  contract  Lear  could  terminate  at  will  on  ninety 
days'  notice  if  it  quit  making  Adkins'  gyros,  Lear  could  not  terminate 
while  continuing  to  make  them  unless  either  (i)  no  patent  with  "sub- 
stantial claims"  issued  to  Adkins,  or  (ii)  the  patent  was  held  invalid; 

8  Dodds  &  Crotty,  The  New  Doctrinal  Trend.  30  J.  Pat.  Off.  Soc'y  83  (1948). 
4  No.  2,919^86.  .  .J,  .        ,,A 

6  This  stay  order  was  appealed  but  was  affirmed.  Lear  Siegler,  Inc  v.  Adkins,  330 
Fid  595  (9th  Cir.  1964). 
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(3)  Lear's  royalty  obligation  under  the  1955  contract  was  limited  to 
gyros  within  "patented  or  patentable"  claims;  (4)  there  was  no  sub- 
stantial evidence  to  indicate  Lear  did  not  use  Adkins'  invention  in  both 
the  California  and  Michigan  gyros;  and  (5)  both  the  California  and 
Michigan  gyros  were  literally  within  the  Adkins  patent  claims  and, 
even  if  not,  they  were  nevertheless  covered  by  the  claims  under  the 
doctrine  of  equivalents.  After  lengthy  analysis  of  the  prior  art  indi- 
vidually and  collectively,  the  California  Supreme  Court  said: 

We  cannot  say,  as  urged  by  Lear,  that  the  prior  art  disclosed 
a  means  by  which  it  could  accomplish  substantially  the  same 
result,  in  substantially  the  same  way  by  substantially  the  same 
means,  as  does  the  Adkins  patent.  Nor  can  we  say  that  by  the 
application  of  ordinary  mechanical  skills  to  the  prior  art,  the 
same  result  may  be  accomplished.  The  prior  art  fails  to  antici- 
pate the  Adkins  patent,  or  the  utilization  made  thereof  by 
Lear,  .  .  . 

We  conclude  that  the  record  demonstrates,  without  sub- 
stantial conflict,  that  Lear  utilized  the  apparatus  patented  to 
Adkins  .  .  .  .^ 

Adkins'  jury  verdict  was  reinstated,  and  the  trial  court  judgment  n.o.v. 
for  Lear  and  alternative  order  for  a  new  trial  were  both  reversed. 

Adkins'  theory  had  been  that  this  was  a  straightforward  contract 
action  for  royalties  promised  by  Lear,  and  that  Lear,  as  long  as  it 
remained  a  licensee  under  the  patent  (as  the  California  Supreme  Court 
held  it  was),  was  estopped  to  contest  validity  of  the  patent. 

in.    The  United  States  Supreme  Court  Decision 

A.    Licensee  Estoppel 

For  one  hundred  years  prior  to  Lear,  licensees  had  been  estopped 
from  contesting  the  validity  of  patents  under  which  they  were  licensed.'^ 
In  1947,  when  Mr.  Justice  Black  wrote  of  exceptions  to  licensee  estop 
pel  in  the  context  of  antitrust  violations,®  Mr.  Justice  Frankfurter  sar- 
castically opined  in  dissent:  "If  a  doctrine  that  was  vital  law  for  more 
than  ninety  years  will  be  found  to  have  now  been  deprived  of  life,  we 
ought  at  least  to  give  it  a  decent  public  burial."^  Three  years  later  the 

6  67  Cal.  2d  at  902,  435  P.2d  at  341,  64  Cal.  Rptr.  at  565. 
7£.g.,  Automatic  Radio  Mfg.  Co.  v.  Hazeltine,  339  U.S.  827  (1950). 
8  Edward  Katzinger  v.  Chicago  Metallic  Mfg.  Co.,  329  U.S.  394  (1947);  MacGregor  v. 
Westinghouse  Elec.  &  Mfg.  Co.,  329  U.S.  402  (1947). 

•  MacGregor  v.  Westinghouse  Elec.  &  Mfg.  Co.,  329  U.S.  402,  416  (1947). 
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Court  affirmed  licensee  estoppel  as  the  general  rule,  Justices  Douglas 
and  Black  dissenting.^** 

In  Lear,  however,  the  eight  justices  sitting,  one  of  whom — Chief 
Justice  Warren — is  now  departed,  unanimously  held:  License  estoppel 
is  deadl  It  is  dead  whether  implied  in  law,  or  expressed  in  contract.  In 
a  contract  action  for  royalties  due,  a  licensee  may  contest  validity  of 
the  patent  under  which  he  is  licensed.^^  Clearly,  the  Court  gave  licensee 
estoppel  the  public  burial  of  which  Frankfurter  spoke,  but  I  question 
whether  it  was  a  decent  burial. 

B.    Royalties 

(1)    Justice  White's  View 

Mr.  Justice  White  would  have  stopped  by  merely  overruling  the 
doctrine  of  licensee  estoppel  and  would  not  have  ruled  on  whether 
royalties  were  collectible  under  the  contract  notwithstanding  patent 
invalidity.  Wholly  aside  from  the  jurisdictional  barriers  to  any  decision 
on  royalties,  he  would  have  declined  to  rule  on  the  royalties  because  of 
inadequate  development  below  of  the  legal  distinction,  if  any,  between 
pre-  and  postissuance  royalties  and  the  extent  to  which  postissmnce 
royalties  are  attributable  to  the  "headstart"  the  licensee  obtained  over 
the  rest  of  the  industry  as  a  result  of  /^reissuance  disclosure.  Justice 
White's  opinion  dramatizes  the  Court's  cognizance  that  relief  from 
royalty  obligation  is  an  issue  above  and  beyond  licensee  estoppel  per 
se. 

(2)    Postissuance  Royalties  Due  the  Licensor 
and  the  "Muzzle"  Concept 

Seven  justices  concurred  in  ruling  to  the  effect  that:  (1)  a  licensor 
is  proscribed  from  judicially  recovering  any  royalties  accruing  after 
issuance  of  a  patent  if  the  licensee  can  prove  patent  invalidity;  and 
(2)  a  contract  clause  calling  for  royalties  until  the  licensed  patent  has 
been  adjudicated  invalid  is  unenforceable.  The  Court  stated: 

Surely  the  equities  of  the  licensor  do  not  weigh  heavily 
when  they  are  balanced  against  the  important  public  interest 
in  permitting  full  and  free  competition  in  the  use  of  ideas 
which  are  in  reality  a  part  of  the  public  domain.^^  Licensees 

10  Automatic  Radio  Mfg.  Co.  v.  Hazeltine.  339  U.S.  827  (1950). 

n  Nothing  suggests  that  diflcrent  results  might  be  reached  as  between  exclusive  and 
nonexclusive  licenses,  or  that  the  Supreme  Court  was  even  aware  that  Lear's  license, 
although  once  exclusive,  was  nonexclusive  at  the  time  Adkins  filed  his  action. 

12  Mere  patent  invalidity  docs  not  inherently  mean  that  the  invention  waa  already 
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may  often  be  the  only  individuals  with  enough  economic  in- 
centive to  challenge  the  patentability  of  an  inventor's  dis- 
covery.^3  jf  jj^gy  ^j-g  muzzled,  the  public  may  continually  be 
required  to  pay  tribute  to  would-be  monopolists  without  need 
or  justification.  We  think  it  plain  that  the  technical  require- 
ments of  contract  doctrine  must  give  way  before  the  demands 
of  the  public  interest  in  the  typical  situation  involving  the 
negotiation  of  a  license  after  patent  has  issued^*  {authors' 
footnotes). 

Thus  seven  justices  agreed  that  if  the  patent  is  ultimately  held  invalid 
the  licensor  may  not  by  judicial  process  recover  contracted- for  royalties 
accruing  after  patent  issuance.  Query:  Is  it  fair  to  say  that  the  Court 
held  that  for  contract  purposes,  a  patent  is  not  presumed  valid?  Con- 
trast the  Patent  Act  that  reads:  "A  patent  shall  be  presumed  valid."^^ 

(3)    Preissue  Royalties  Due  the  Licensor 

In  dissenting  in  part,  Justice  Black,  with  whom  Chief  Justice  War- 
ren and  Justice  Douglas  joined,  stated: 

I  still  entertain  the  belief  I  expressed  for  the  Court  in 
Stiffel  and  Compco  that  no  State  has  a  right  to  authorize  any 
kind  of  monopoly  on  what  is  claimed  to  be  a  new  invention, 
except  when  a  patent  has  been  obtained  from  the  Patent  Of- 
fice under  the  exacting  standards  of  the  patent  laws.  One  who 
makes  a  discovery  may,  of  course,  keep  it  secret  if  he  wishes, 
but  private  arrangements  under  which  self-styled  "inventors" 
do  not  keep  their  discoveries  secret,  but  rather  disclose  them, 
in  return  for  contractual  payments,  run  counter  to  the  plan 
of  our  patent  laws,  which  tightly  regulate  the  kind  of  inven- 
tions that  may  be  protected  and  the  manner  in  which  they 
may  be  protected.  The  national  policy  expressed  in  the  patent 
laws,  favoring  free  competition  and  narrowly  limiting  mo- 

in  the  public  enjoyment,  for  most  commonly  the  patent  later  held  invalid  covers  some- 
thing a  court  by  hindsight  finds  to  have  been  obvious  from  what  was  in  the  public 
enjoyment,  even  though  not  actually  found  in  prior  publications  or  marketplace  items. 
The  inherent  premise  of  the  Court's  statement  thus  seems  to  be  in  substantial  error. 

13  This  is  another  premise  incorrectly  assumed  without  evidentiary  support.  It  can 
hardly  be  denied  that  in  the  vast  majority  of  cases  in  which  the  invention  enjoys  a 
market  big  enough  to  be  of  public  importance,  competitors  with  interest  enough  to  chal- 
lenge the  patent  will  be  found  in  number. 

i<395  U.S.  at  670-71.  Is  the  Patent  Office  examination  that  poor,  competitive  design 
efforts  at  better  alternatives  that  weak,  and  judicial  attack  by  noncontracting  parties 
that  unlikely,  that  contracting  businessmen  should  not  be  able  to  negotiate  a  binding 
contract  in  reliance  on  the  legislatively  enacted  policy  that  "A  patent  shall  be  presumed 
valid"?  35  U.S.C.  §  282  (1964).  r       j  t-  f 

10  35  U.S.C.  §  282  (1964). 
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nopbly,  cannot  be  frustrated  by  private  agreements  among 
individuals,  with  or  without  the  approval  of  the  State.^' 

Indeed,  these  three  justices  may  believe  that  the  patent  right  has  pre- 
empted all  other  rights,  including  trade  secrets,  with  respect  to  "in- 
vention" as  that  term  is  used  in  the  broad  context  of  patentable  and 
unpatentable  creations.  The  four-justice  majority  refused,  however,  to 
go  so  far.  Mr.  Justice  Harlan  wrote  instead: 

[W]e  have  concluded,  after  much  consideration,   that  even 
though  an  important  question  of  federal  law"  underlies  this 

16  395  U.S.  at  677.  It  is  noteworthy  that  Justice  Ulack  draws  no  distinction  between 
patent  law  preemption  of  "monopoly"  rights  and  patent  law  preemption  of  contracts  to 
pay  money  for  the  making  and/or  disclosing  of  inventions.  The  extent  of  the  majority's 
cognizance  of  the  distinction   remains   unclear. 

17  Respectfully,  we  deny  that  there  is  any  federal  question  involved  in  this  cause  of 
action.  The  Constitution  spoke  not  of  trade  secrets,  know-how,  antitrust,  or  competition. 
The  Constitution  granted  a  very  limited  power  to  Congress:  "The  Congress  shall  have 
power  ...  to  promote  the  progress  of  science  and  the  useful  arts  [the  means  by  which 
Congress  was  empowered  to  implement  this  mandate  was  also  very  limited]  by  securing 
for  limited  times  to  authors  and  inventors  the  exclusive  right  to  their  respective  writings 
and  discoveries."  U.S.  Const,  art.  I,  §  8. 

No  right  to  promote  the  useful  arts  by  other  means  was  granted.  No  competitive 
purpose  was  stated  or  could  conceivably  be  implied  from  such  a  limited  grant  of 
power.  Not  only  are  other  means  of  promoting  progress  not  constitutionally  precluded 
from  state  jurisdiction,  but  other  means  of  promoting  the  useful  arts,  including  R&D 
service  contracts,  and  know-how  licensing,  were  apparently  reserved  to  the  states  by  the 
tenth  amendment:  "The  powers  not  delegated  to  the  United  States  by  the  Constitu- 
tion, nor  prohibited  by  it  to  the  States,  are  reserved  to  the  States  respectively,  or  to  the 
people."  t 

Nowhere  docs  the  Constitution  prohibit  the  states  from  promoting  the  useful  arts 
by  means  other  than  securing  exclusive  rights  to  inventors  for  limited  times.  Accordingly, 
patent  law  cannot  have  preempted  know-how  licensing.  Furthermore,  Congress  has 
.sliown  no  interest  in  going  beyond  its  constitutional  grant  of  power.  A  study  of  the  legis- 
lative history  of  Anglo-American  patent  law  will  reveal  not  one  reference  to  trade  secret 
law,  to  R  &  D  service  contracts,  or  to  know-how  licensing,  much  less  to  whether  money 
consideration  tied  to  the  use  of  trade  secrets,  R&D  contract  results,  or  know-how  must 
be  terminated  by  the  issue  of  a  patent. 

Patent  law  is  limited  to  granting  a  property  right  against  others  to  preclude  their 
use  of  the  product  of  the  inventor's  mind.  Although  Congress  extracts  from  inventors  a 
publication  of  information  on  patentable  inventions  as  consideration  for  the  right  to 
preclude,  there  is  no  statutory  language  nor  legislative  history  that  suggests  an  afTirmative 
right  to  use  either  patentable  or  unpatentable  know-how  free  of  payments  promised  in 
exchange  for  access  to  the  know-how. 

Dozens  of  congressional  acts  recognize  the  lawful  existence  of  trade  secrets  for  a 
variety  of  purposes  including  income  taxes;  food,  drug,  securities,  and  commerce  regula- 
tion; armed  forces  procurement;  and  the  Patent  Act's  provision  in  §  122  preserving 
secrecy  in  applications  for  patents.  R.  Milcrim,  Trade  Sfxrets  §  6.02  (1967).  No  con- 
gressional action  suggests  preemption  by  the  patent  law  of  trade  secret  contracts  or 
trade  secret  protection. 

If  there  is  no  "federal  question"  in  trade  secret  contracts,  R&D  service  contracts, 
or  know-how  license  contracts  derived  from  the  patent  law,  it  must  come,  if  at  all,  from 
the  Sherman  or  Clayton  Acts.  Their  language  and  legislative  history  are,  however,  de- 
void of  reference  to  these  topics.  And  since  such  contracts,  in  disseminating  infonnation 
for  competitive  use,  sponsor  rather  than  restrain  competition,  at  least  the  monetary 
consideration  tied  by  contract  to  the  amount  of  use  of  cither  patented  or  unpatentable 
know-how,  either  before  or  after  patent  issue,  is  nqt  anticompetitive  and  not  within  the 
proscriptions  of  those  acts.  It  seems,  therefore,  that  the  Supreme  Court  pronouncements 
to  the  contrary  in  Sears  Roebuck  &  Co.  v.  Stiffel  Co.,  376  U.S.  225  (1964),  Compco  Corp.  v. 
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phase  of  the  controversy,  we  should  not  now  attempt  to  define 
in  even  a  limited  way  the  extent,  if  any,  to  which  the  States 
may  properly  act  to  enforce  the  contractual  rights  of  inventors 
of  unpatented  secret  ideas.  Given  the  difficulty  and  im- 
portance of  this  task,  it  should  be  undertaken  only  after  the 
state  courts  [why  not  legislative  bodies?]  have  after  fully  fo- 
cused inquiry,  determined  the  extent  to  which  they  will  re- 
spect the  contractual  rights  of  such  inventors  in  the  future 
(authors'  jootnote)}^ 

The  majority  opinion  shows  clearly  that  Sears^^  and  Compco'^^  did  not 
successfully  repeal  all  trade  secret  law  and  that,  at  least  for  the  present, 
there  is  some  remnant  left  in  the  contract  law  relating  to  R  &  D  services 
and  trade  secret  disclosures.^^  While  the  size  and  shape  of  that  rem- 
nant"  is  known  only  to  the  clairvoyant,  we  shall,  in  the  upcoming  pages, 
attempt  clairvoyance. 

(4)    Recovery  by  the  Licensee  of  Royalties  Previously  Paid 

In  Lear  the  licensor  was  seeking  payment  of  royalties  owed  to  him 
under  the  license.  Quite  properly,  no  justice  so  much  as  intimated 
whether  a  licensee  may  recoup  royalties  already  paid  to  the  licensor 
if  the  patent  is  subsequently  proved  invalid.  Of  course,  if  the  licensee 
may  recoup,  then  the  question  arises  as  to  how  far  back  should  he  be 
able  to  recover,  i.e.,  when  invalidity  is  finally  adjudicated,  first  judi- 
cially challenged,  or  first  asserted;  when  the  patent  issued  or  the  appli- 
cation was  filed;  when  the  first  royalty  payment  was  made;  etc.  Again, 
as  expressed  by  Mr.  Justice  White,  the  issue  of  the  monetary  value  of 
the  headstart  afforded  by  preissuance  disclosure  may  be  relevant. 


Day-Brite  Lighting,  Inc.,  376  U.S.  234  (1964),  and  Lear  are  simply  judicial  legislation, 
"enacted"  without  investigation  into  the  adverse  economic  and  competitive  effects,  re- 
sulting in  a  decision  contrary  to  public  policy. 

18  395  U.S.  at  675. 

19  Sears  Roebuck  &:  Co.  v.  Stiffel  Co..  376  U.S.  225  (1964). 

20  Compco  Corp.  v.  Day-Brite  Lighting,  Inc.,  376  U.S.  234  (1964). 

21  Based  on  past  history,  it  is  not  surprising  that  Justices  Black,  Warren,  and  Doug- 
las would  permit  no  recovery  of  royalties  absent  a  valid  patent.  These  three  justices 
have  voted  against  the  patentee  in  all  but  one  of  the  patent  infringement  issues  they  have 
reviewed  in  tenures  spanning  from  one  to  more  than  three  decades  on  the  bench. 

22  You  will  note  that  we  have  generally  drawn  no  distinction  between  developments 
of  noninventive  nature  and  of  inventive  nature.  This  is  because  the  Lear  opinion  does 
not  clearly  show  a  consciousness  of  any  such  distinction;  assuredly.  Justice  Black's  dissent- 
in-part  does  not.  Still  it  is  noteworthy  that  the  opinion  of  the  majority  almost  uniformly 
refers  to  "inventors,"  thus  justifying  a  possible  argument  that  the  Lear  opinion  would 
not  apply  to  contracts  of  a  noninventive  character  (such  as  a  contract  to  develop  a 
computer  program  or  to  search  the  literature  for  ideas),  in  which  compensation  is  tied 
to  use  of  the  ideas  so  developed  even  after  patents,  which  disclose  the  invention,  issue 
to  others. 
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Note,  however,  that  the  "muzzle"  philosophy^^  would  appear  to 
be  consistent  with  recovery  of  those  previously  paid  royalties  that  were 
paid  after  the  patent  issued.  If  invalid  patents  are  such  a  heinous  pub- 
lic menace  that  we  must  induce  attacks  upon  them  by  invalidating 
contracts  to  pay,  by  what  logic  can  the  rule  be  applied  to  accrued  pay- 
ments that  are  due  and  not  to  past  payments  already  made? 

IV.    Where  the  Case  Now  Stands 

The  Supreme  Court  remanded  the  case  to  California.  On  October 
29,  1969,  the  California  Supreme  Court  set  aside  its  prior  decision, 
and  ordered:  "The  appeals  [of  the  state  court  action]  will  be  held  in 
abeyance  until  final  determination  of  [the  declaratory  judgment  ac- 
tion]."^4  The  Ninth  Circuit  has  now  ordered  the  federal  district  court 
to  stay  proceedings  pending  determination  of  its  jurisdiction. ^^ 

So  temporarily  at  least,  we  find  neither  state  nor  federal  courts 
want  to  attempt  to  apply  Lear  to  its  own  facts. 

It  is  interesting  here  to  note  the  post-L<?ar  cases  of  Product  En- 
gineermg  and  Manufacturing,  Inc.  v.  Barnes^^  and  Thiokol  Chemical 
Corp.  V.  Burlington  Industries,  Inc.^''  on  the  state  versus  federal  court 
jurisdiction  issue.  In  Product  Engineering  the  patent  licensor  sued  in 
the  state  court  on  a  license  for  payment  of  royalties  due,  and  the  li- 
censee filed  a  federal  court  declaratory  judgment  action  against  the 
licensor  seeking  declaration  of  patent  invalidity  and  noninfringement 
and  hence  no  royalty  obligation.  The  Tenth  Circuit,  following  the 
Supreme  Court's  Public  Service  Commission  v.  Wycofj  Co.,^^  concluded 
that  the  declaratory  judgment  action  was  nothing  more  than  a  pleading 
of  a  defense  to  the  state  court  contract  proceeding  and  dismissed  the 
suit  in  favor  of  the  state  court  action.  The  circuit  court's  holding  was 
similar  to  the  early  stay  of  Lear  Siegler's  declaratory  judgment  action 
against  Adkins.^*  It  seems  that  the  above-noted  California  Supreme 
Court  stay  order  was  intended  to  induce  the  federal  courts  to  vacate 
their  own  prior  order  of  Lear  Siegler's  declaratory  judgment  action.  In 
Thiokol,  the  court  pointed  out  that  there  was  no  case  or  controversy  of 
a  federal  (patent)  cause  so  long  as  the  license  existed.  There  could  be 
no  charge  of  infringement  by  the  licensee  since  his  license  immunized 
him  from  the  tort  of  infringement.  The  only  proper  suit  is  in  the  state 

23  .See  text  accompanying  note  14  supra. 

24  An  unpublished  sua  sponte  order. 
25 /d. 

26—  F.2d  — ,  165  U.S.P.Q.  229  (10th  Cir.  1970). 

27—  F.  Supp.  — ,  165  U.S.P.Q.  741  (D.C.  Del.  1970). 
28  344  U.S.  237  (1952). 

20  See  text  accompanying  note  5  supra. 
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court  by  the  patentee  on  his  contract  for  royalties,  at  least  during  the 
license  existence. 

V.    The  Effects  of  Lear  on  Business  and  Legal  Practices 

A.  Licenses  Versus  Assignments 

Adkins'  license  to  Lear  was  held  unenforceable  if  the  patent  prove 
to  be  invalid.  Hence,  Lear  biases  against  licenses  in  favor  of  assign- 
ments whenever  feasible.  Consider,  however,  the  possibility  that  royal- 
ties to  be  paid  as  consideration  for  an  assignment  may  also  be  uncol- 
lectible— perish  the  unrealistic  thought. 

B.  Patent  Applications 

When  results  of  R  &  D  service  contracts,  for  which  compensation 
is  tied  to  use  of  the  results,  produce  inventions  of  only  arguable  patent- 
ability, Lear  biases  against  filing  a  patent  application.  It  therefore 
biases  against  publication  of  the  R&D  effort  in  patents.  In  Painton 
&  Co.  V.  Bourns,  Inc.,^^  a  federal  district  court  considered  Lear  and 
construed  it  to  preclude  recovery  of  royalties  for  use  of  know-how 
unless  and  until  it  was  made  the  subject  of  a  patent  application.  Thus 
the  Painton  court  went  one  step  further  than  Lear  when  it  said,  "This 
court  holds  that  federal  patent  law  requires  an  inventor  to  submit  his 
ideas  to  the  Patent  Office  before  he  can  compel  consideration  for  use 
of  his  idea. "3^  Thus  Painton  encourages  patent  application.  The  di- 
lemma is  patent. 

C.  Lear  Begets  Litigation 

Assume  a  licensee  having  a  minimum  royalty  clause  in  its  license. 
The  licensee  refuses  to  pay  the  minimum  and  sues  for  declaratory 
judgment  of  patent  invalidity  and  hence  of  no  liability  for  royalties. 
To  terminate  the  license  as  a  result  of  either  the  nonpayment  or  the 
court  attack  is  to  take  away  the  licensee's  freedom  from  injunction;  to 
take  away  the  licensee's  freedom  from  injunction  surely  "muzzles"  his 
potential  attacks  on  the  patent.  To  terminate  the  license  for  nonpay- 
ment of  royalties  based  on  use  also  discourages  the  licensee's  attack. 

The  Court  did  not  have  these  clauses  before  it.  It  did,  however, 
use  a  rationale  that  would  appear  to  compel  a  holding  that  they  are 
extra-legal,  were  it  not  that  this  holding  would  produce  serious  side 

30  —  F.  Supp.  — ,  164  U.S.P.Q.  595  (S.D.N.Y.  1970).  But  see  Epstein  v.  Dennison  Mfg. 
Co.,  —  F.  Supp.  — .  164  U.S.P.Q.  291  (S.D.N.Y.  1%9). 

81  Painton  &  Co.  v.  Bourns,  Inc.,  —  F.  Supp.  — .  164  U.S.P.Q.  595  (S.D.N.Y.  1970). 
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effects  of  which  the  Court  was  clearly  not  conscious.  One  would  be  a 
marked  increase  in  patent  litigation  over  situations  that  prior  to  Lear 
would  have  been  resolved  by  simple  contracts. 

Consider  a  couple  of  examples.  Client  is  in  the  process  of  building 
a  40,000,000-dollar  plant,  which  when  completed  will  infringe  a  newly- 
issued  process  patent.  Notice  of  infringement  and  proffer  of  license  is 
received  from  the  patent  owner.  Lear  teaches  the  infringer:  Negotiate 
the  license  and  simultaneously  draft  the  complaint  for  declaratory 
judgment  of  invalidity  and  noninfringement.  The  parties  meet  and 
execute  the  license.  As  soon  as  the  signatures  are  affixed  to  the  license 
so  that  Client  is  insulated  from  fear  of  an  injunction  against  use  of  its 
40,000,000-dollar  plant,  pull  from  the  pocket  the  complaint.  Be  courte- 
ous and  always  a  gentleman  of  honor.  When  you  serve  the  complaint 
upon  the  licensor  whose  signature  is  not  yet  dry  and  tell  him  that  you 
are  on  the  way  to  the  courthouse  (the  jurisdiction  of  the  state  court- 
house seems  more  likely)  to  file  the  complaint,  tell  him  also  that  you 
will  be  happy  to  stipulate  a  thirty-day  extension  of  time  for  him  to 
answer,  if  he  needs  it.  Can  Lear's  implied  suggestion  of  this  tactic 
really  be  the  law? 

Now  consider  the  converse  of  the  first  example.  Jones  Corporation 
hit  the  market  with  a  new  major  structure  and  nine  competitors  copied 
it  within  two  years  (before  the  patent  issued),  each  investing  millions 
of  dollars  in  what  turned  out  to  be  infringements  of  the  patent.  Jones 
would  be  happy  to  grant  licenses  to  use  the  expensive  structures  in 
return  for  five  percent  of  the  revenues  therefrom.  After  all,  litigation 
costs  on  the  order  of  100,000  dollars  up  per  patent  case  tried  biases 
toward  settlement.  Perhaps  Jones  would  accept  even  a  three-percent 
or  a  one-percent  royalty. 

Before  Lear,  Jones  would  have  written  letters  offering  licenses 
with  high  likelihood  of  industry  acceptance.  But  if  Jones  once  grants 
the  licenses,  Lear  suggests:  If  contract  royalties  are  paid  during  the 
litigation  so  as  to  avoid  breach  of  contract,  the  licensee  may  enjoy 
immunity  from  injunction  while  contesting  the  duty  to  pay  the 
royalties.  It  seems  possible  Lear  says  more;  that  is,  that  the  licensee 
need  not  pay  while  he  litigates  in  order  to  hold  onto  his  license  and 
thus  be  free  from  injunction."^ 

Only  the  threat  of  injunction  will  bring  the  infringers  to  the 
contract-settlement  table.  The  threat  of  injunction  taken  away  by  the 


82  At  present,  however,  we  advise  our  clients  to  pay  while  litigating  lest  the  licensor 
be  held  entitled  to  terminate  the  license  owing  to  our  client's  failure  to  pay. 


112 
1246  TEXAS  LAW  REVIEW  [Vol.  48:1255 

license,  the  patent  owner  has  no  bargaining  power  left.  So  Jones  Corpo 
ration  is,  by  this  extrapolation  from  Lear,  precluded  from  a  moral 
businessman's  approach.  Jones   Corporation   must   sue  without   first  j 
offering  licenses  and  must  get  injunctions  nine  times  in  court. 

One  may  wonder  whether  we  are  conjuring  up  fictitious  worries 
from  across  the  River  Styx  in  suggesting  that  a  declaratory  judgment 
action  lies  while  the  license  exists.  In  Lear,  however,  the  California 
Supreme  Court  has  construed  the  license  contract  to  be  still  in  effect, 
yet  the  case  is  now  in  federal  court  on  the  declaratory  judgment  action 
to  avoid  paying  royalties. 

The  better  law,  pragmatically,  is  clearly  that  of  Thiokol^^  in 
which  a  post-Lear  declaratory  judgment  action  brought  while  the 
license  still  existed  was  dismissed  because  there  could  be  no  con- 
troversy until  the  license  was  terminated.  This  rule  at  least  subjects 
the  licensee  to  injunction  if  he  loses  the  license  litigation  and  prohibits 
his  having  all  his  cake  (immunity  from  injunction)  while  he  eats  it 
too  (seeks  adjudication  that  he  does  not  owe  the  money  he  promised 

to  pay). 

•         *         * 

We  must  wonder  now  whether  a  patent-owning  corporation  that 
sues  an  infringer  can  settle  by  a  consent  decree  and  license  and  thereby 
be  sure  the  licensee  stays  hitched  to  the  license.  For  now  this  approach 
seems  all  right,  at  least  when  there  is  no  skullduggerous  motive  and 
the  honest  settlement  is  what  is  sought.  However,  when  the  public 
interest  is  involved,  a  court  may  want  some  evidence  to  support  the 
decree  it  is  asked  to  sign.  Furthermore,  lawyers  in  the  Department  of 
Justice's  newly  organized  patent  group  of  the  Antitrust  Division  opine 
that  they  will  look  behind  consent  decrees  for  conspiracy.  Therefore, 
since  hindsight  review  of  patent  suit  settlements  is  by  its  very  nature 
highly  uncertain,  even  consent  decree  settlement  is  not  assuredly  safe, 
particularly  if  the  consent  decree  conceals  a  probable  defense  of  high  j| 
public  policy  content,  such  as  fraud  in  the  solicitation  of  the  patent 
in  suit  or  an  antitrust  violation. 

We  must  under  Lear  litigate  many  patent  suits  to  conclusion  that 
would,  before  Lear,  have  been  simple  negotiated  contracts  without 
any  suit  being  filed.  The  return  of  capital  on  R  &  D  investment  and 
market  development  for  new  products  is  already  questionable  for  al- 
most everyone  but  major  corporations.  The  expense  of  such  litigation 

83Thiokol    Chemical    Corp.    v.    Burlington    Industries,    Inc.,   —   F.    Supp.   — ,    165 
U.S.P.Q.  741  (DC.  Del.  1970). 
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will  inevitably  drive  many  a  moderate-sized  business  out  of  the  com- 
petition in  new  products  and  relegate  them  to  copyist  roles. 

So  much  for  litigation  begot  by  Lear  in  the  context  of  future 
licenses.  What  of  the  company  that  already  has  several  hundred  licenses 
outstanding?  Consider  the  following.  (1)  There  are  some  courts  that 
will  not  relitigate  a  patent  that  has  once  been  held  invalid.^*  This 
recently  developed  concept  is  sometimes  referred  to  as  "in  rem  in- 
validity."  There   is  no  corresponding  "in  rem   validity."   Every   in- 
fringer gets  a  chance  to  prove  invalidity,  but  the  patent  owner  in  some 
courts  does  not  get  a  chance  to  prove  validity  against  every  infringer. 
(2)  Some  courts  of  appeals  are  noticeably  unsympathetic  to  patents 
and  sustain  the  validity  of  less  than  fifteen  percent  of  those  before 
them.  A  fact  of  life  is  that  less  than  one  or  two  percent  of  all  patents 
represent  such  dramatic  breakthroughs  as  to  withstand  attack  in  any 
three  circuits  selected  at  random.  (3)  We  are  told  of  one  company  with 
fifteen  licensees  now  attacking  the  licensed  patents.  Under. Lear  that 
company  is  asked  to  carry  a  litigation  burden  the  patent  system  should 
not  visit  upon  any  one  entity.  Why?  Because  the  very  great  majority 
of  patents  cannot  stand  multiple  litigation  in  multiple  courts  without 
virtually  certain  adjudication  of  invalidity  in  some  jurisdiction,  and 
the  inventions  covered  by  many  many  patents  are  not  of  sufficient  com- 
mercial value  to  justify  the  extreme  expense  of  multiple  litigation. 
This  fact  will  force  many  patent  owners  to  attempt  to  use  the  class 
action  against  multiple  infringers,  but  that  approach  too  has  its  severe 
problems. 

D.  Shall  We  Try  a  Contract  Clause  Establishing  an  Estoppel  of  Facts? 

We  might  briefly  consider  a  recitation  by  the  licensee,  perchance 
in  a  letter  or  other  instrument  aside  from  the  license  contract,  or  per- 
haps in  the  license  contract,  wherein  the  licensee  acknowledges  as  facts 
that  the  invention  was  not  obvious  to  it  or  its  engineers  from  the  prior 
art  then  collected  and  identified.  If  the  licensee  so  recites,  this  admission 
ought  to  give  the  patentee  a  leg-up  in  a  subsequent  infringement  action 
and  thus  restore  a  small  degree  of  de  facto  estoppel. 


niSee  Rains  v.  Jil-Mic,  Inc.,  301  F.  Svipp.  545  (S.D.N.Y.  1969);  Uniroyal,  Inc.  v. 
Daly-Herring  Co.,  294  F.  Supp.  754  (E.D.N.C.  1908);  Tcchnogrnph  Printed  Circuits.  Ltd. 
V.  Packard  Rcll  Electronics  Corp.,  290  F.  Supp.  308  (CD.  Cal.  1908);  Nickcrson  v.  Pep 
Roys— Manny.  Moe  &:  Jack,  247  F.  Supp.  221  (D.  Del.  1965).  lint  see  Nickerson  v.  Kut- 
srhcra,  419  F.2d  983  (3rd  Cir.  1909);  Technograph  Printed  Circuits,  Ltd.  v.  Mcthode 
Electronics,  Inc.,  356  F.2d  442  (7th  Cir.  1966);  Agrashell,  Inc.  v.  Bernard  Sirotta  Co.,  281 
F.  Supp.  704  (E.D.N.Y.  1968);  Technograph  Printed  Circuits,  Ltd.  v.  United  States,  372 
F.2d  969  (Ct.  CI.  1967). 
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On  the  other  hand,  if  such  recitation  is  shown  to  have  been  ex- 
torted from  the  licensee,  what  likely  effect  could  a  reasonable  judge  give 
to  it?  Furthermore,  if  the  licensee  has  prior  writings  in  its  files  asserting 
obviousness,  what  effect  would  such  a  recitation  have  upon  hindsight 
judicial  review? 

Thus  I  suggest  that  situations  will  arise  in  which  the  licensee's 
recitation  of  his  belief  of  nonobviousness  over  identified  art  may  be  of 
value.  Quite  commonly,  however,  to  seek  such  a  recitation  in  a  clause 
of  the  license  contract  would  be  pursuit  of  fool's  gold. 

E.    Competition  in  New  Product  Development  and  Marketing 

The  courts,  under  the  sponsorship  of  the  Department  of  Justice, 
are  forever  speaking  in  terms  of  the  public  policy  favoring  "competi- 
tion" (always  connoting  price  competition  in  essentially  duplicitous 
products).  Almost  never  do  the  courts  or  Justice  show  a  viable  and  real- 
istic consciousness  of  the  equal  or  perchance  superior  public  policy  of 
preserving  competition  in  new  product  development  and  market- 
ing. 

Example:  A  patent,  whether  valid  or  not,  in  the  hands  of  a  compet- 
itor is  the  biggest  single  inducement  toward  inventive  effort  to  get 
around  the  patent.  Almost  always  the  effort  to  invent  around  the  prior 
patent  results  in  a  better  product  or  process,  because  the  poorer  product 
or  process  will  not  sell  in  the  market  in  competition  with  a  previously 
established  one,  and  hence  the  new  R&D  effort  must  continue  until  it 
succeeds  in  producing  not  only  an  alternative  but  a  better  alterna- 
tive. 

Another  example:  Client  for  seventeen  years  has  been  in  a  market 
of  perhaps  100,000,000  dollars  per  year  with  a  share  of  that  market 
amounting  to  about  50,000  dollars  per  year  in  a  local  market  area.  The 
product  enjoying  the  100,000,000-dollar  market  has  a  storage  or  shelf 
life  of  less  than  five  days.  The  problem  of  very  short  shelf  life  has  faced 
the  100,000,000-dollar  industry  for  decades.  Its  solution,  therefore,  ap- 
peared nonobvious.^"^  Client  selected  after  years  of  testing,  from  hun- 
dreds of  ingredients  suggested  for  the  purpose,  one  which  changes  the 
shelf  life  to  twenty  days  at  room  temperature  and  years  if  frozen.  But 
the  role  of  the  ingredient  as  a  potential  inhibitor  of  fermentation  and 
coagulation  was  suggested  in  prior  publications  about  its  qualities.  Over 
the  prior  art  now  known,  the  patent  is  clearly  sustainable  in  perhaps 

8B  35  U.S.C.  §  103  (1964)  provides  that  an  invention  is  patentable  if  it  is  nonobvious 
to  those  of  ordinary  skill  in  tne  subject  art  in  light  of  all  the  prior  art 
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twenty-five  percent  of  our  courts,  is  invalid  for  obviousness  (often  hind- 
sight obviousness)  in  at  least  fifty  percent  of  our  courts,  and  who  knows 
about  the  other  twenty-five  percent. 

To  reach  the  100,000,000-dollar  level  of  the  market  or  even  half  or 
a  quarter  of  it,  Client  must  invest  several  million  in  a  new  plant,  a  na- 
tional marketing  structure,  national  advertising,  trademark  develop- 
ment, etc.  Client's  net  worth  is  only  a  million.  Should  it  gamble  all  its 
net  worth  on  the  national  venture?  Certainly  not.  The  patent  law  is  so 
uncertain  that  after  the  business  is  mortgaged  to  the  limit,  it  will  have 
to  finance  litigation  in  multiple  circuits  and  assuredly  have  the  patent 
held  invalid  somewhere;  under  in  rem  invalidity  concepts  of  some 
courts  that  means  invalid  everywhere.^^  Client  would  also  suffer  acute 
competition  from  those  already  established  in  the  market,  already  hav- 
ing national  images  for  their  trademark,  already  having  existing  plant 
facility  paid  for,  already  having  national  advertising  programs  in  pro- 
cess, and  already  having  established  customer  contact.  So  Client  rejects 
the  idea  of  itself  going  national  by  mortgage  up  to  the  eyebrows. 

Client  next  considers  licensing  under  a  confidential  relationship 
while  he  prepares  the  patent  application  and  prosecutes  it.  The  license 
would  provide  for  a  royalty  for  five  years  in  all  events  and  thereafter 
for  all  operations  within  the  scope  of  any  then-existing  patent  claims. 
Unfortunately,  the  licensee  cannot  be  trusted,  because  Lear  says  he 
cannot  be  muzzled,  that  is,  prevented  from  attacking  the  patent.  More- 
over, the  Painton  case^^  has  construed  Lear  to  preclude  compelling  any 
compensation  or  consideration  for  disclosure  of  the  trade  secret  before 
the  patent  application  is  filed  or  after  the  patent  issues.  It  follows  that 
any  license  that  discloses  the  secret  is  incapable  of  repaying  the  inventive 
businessman  for  the  value  of  his  disclosure. 

A  big  business  with  established  plants,  a  trademark,  and  a  national 
marketing  structure  sometimes  may  not  suffer  critical  need  for  the  com- 
mon law  protection  of  intellectual  property  (trade  secrets  and  know-how 
contracts)  or  of  the  patent  law,  since  it  can  reach  the  national  market 
almost  instantly  with  minimum  capital  outlay.  But  the  small  business 
does  critically  need  this  protection — both  the  trade  secret  and  the  patent 
parts  of  it — if  the  small  business  is  to  continue  developing  and  market- 
ing new  products. 

As  a  result  of  the  present  state  of  the  law,  instead  of  the  invention 
being  offered  nationally  so  that  the  public  can  enjoy  it.  Client  has  now 

86  See  text  accompanying  note  34  supra.  ' 

87  Painton  &  Ck>.  v.  Bourns,  Inc.,  —  F.  Supp.  — ,  164  U.SJ'.Q.  595  (S D.N.Y.  1970). 
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tentatively  decided  to  practice  his  secret  in  his  present  local  market 
without  either  patenting  his  invention  or  seeking  to  offer  it  nationally 
through  licensing  to  those  who  have  the  plant  and  marketing  facility 
to  reach  the  entire  national  market  in  a  year's  time.  Query:  Would  you 
advise  him  to  continue  his  R  &  D  budget? 

To  have  a  viable  system  of  promoting  the  useful  arts  and  keep  the 
one-million-dollar  business  at  the  job  of  new-development  competition 
with  big  business,  we  must  recognize  these  pragmatic  facts  of  life,  and 
maintain  the  viability  of  the  patent  system  and  of  know-how  and  trade 
secret  contracts. 

Lear  is  against  public  policy  in  that  it  begets  more  mischief  than 
it  cures,  begets  unwarranted  litigation,  and  stifles  competition  in  new 
product  development  and  marketing  of  new  products  already  developed. 

F.    Existing  Contracts  Containing  Licensee-Estoppel  Clauses 

One  major  licensor  has  sent  a  letter  to  all  its  licensees  unilaterally 
deleting  the  licensee-estoppel  clauses  from  its  outstanding  licenses.  To 
purge  or  not  to  purge  our  existing  contracts  of  licensee-estoppel  clauses 
seems  to  be  a  good  question. 

In  the  Bendix  case,^^  there  were  license  agreements  and  sales 
agreements  proscribing  attacks  on  the  validity  of  the  patents  through- 
out the  life  of  the  patent,  even  after  termination  of  the  license  or  sales 
agreement.  The  Seventh  Circuit  stated: 

While  it  is  true  that  a  valid  patent  does  afford  some  "lim- 
ited protection,"  including  "the  right  to  license  others  to 
manufacture  the  tap,"  this  is  no  answer  to  the  thrust  of  de- 
fendants' contention  that  the  licensor  may  not  thereby  forever 
preclude  the  licensee  from  challenging  the  validity  of  the 
patent.  By  requiring  such  a  condition  in  the  license  or  sales 
agreement,  plaintiff  may  have  placed  itself  in  the  position  of 
unlawfully  exceeding  the  protected  area.^^ 

The  court  of  appeals,  citing  Lear,  remanded  for  district  court  considera- 
tion of  the  antitrust  counterclaim  based  in  part  on  this  clause. 

In  the  recent  Kearney  &  Trecker  Corp.  case,^<'  we  find  one  court's 
indication  that  in  spite  of  the  Lear  rule,  pre-Lear  licenses  containing 
covenants  that  prevented  licensees  from  challenging  validity  do  not 
give  rise  to  antitrust  violations.  But  the  complaint  filed  in  United  States 

88  Bendix  Corp.  v.  Balax,  Inc.,  421  F.2d  809  (7th  Cir.  1970). 

89  Id.  at  820. 

40  Kearney  &  Trecker  Corp.  v.  Giddings  &  Lewis,  Inc.,  306  F.  Supp.   189  (E.D.  Wis. 
1969). 
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V.  CIBA  Corp.,^^  just  about  a  month  after  Lear,  recited  the  facts  of 
field-of-use  licensing  and  of  agreement  not  to  contest  validity  and  then 
prayed  inter  alia: 

1.  That  the  Court  adjudge  and  decree  that  the  defen- 
dants have  entered  into  contracts  and  agieements  which 
unlawfully  restrain  trade  and  commerce  in  deserpidine,  in 
violation  of  Section  1  of  the  Sherman  Act  .... 

4.  That  the  Court  permanently  enjoin  defendants  from 
entering  into  or  maintaining  in  effect  any  agieement  which 
provides  that  one  of  the  parties  thereto  will  not  challenge  or 
contest  the  validity  of  any  United  States  patent  or  will  not 
assert  the  lack  of  novelty,  utility,  or  patentability  of , the  sub- 
ject matter  thereof. 

Then  in  Battelle  Development  Corp.  v.  Angevine-Funke,  Inc*^ 
in  which  in  settlement  of  a  law  suit  a  contract  was  entered  into  con- 
taining a  covenant  not  to  infringe  the  plaintiff's  patents,  the  court 
sustained  that  clause  as  lawful  and  enforceable  "until  such  time  as  there 
is  an  adjudication  determining  the  patents  to  be  invalid."  This  was  not 
a  case  of  a  licensee  estopped  from  contesting  patent  validity,  but  was  a 
very  close  cousin,  an  agreement  by  a  nonlicensee  not  to  infringe  the 
patent.  It  was  held  lawful. 

To  purge  or  not  to  purge?  It  would  seem  prudent  to  purge  existing 
license  contracts  of  licensee-estoppel  clauses. 

G.    Inventive  Employee  Compensation 

Most  clients  who  finance  R&D  effort  by  employees  they  hire 
require  the  employee  to  license  or  assign  every  happy  thought  re- 
lating to  the  employer's  business.  Nevertheless,  some  R&D  employers 
give,  in  one  manner  or  another,  special  employees  like  Adkins  an  in- 
terest in  their  mental  product  such  as  a  royalty  on  the  emj^loycr's  use 
of  employee's  development.  This  practice  is  sometimes  (as  was  likely  the 
case  with  Adkins)  the  fundamental  inducement  a  business  has  to  attract 
the  best  technical  brains.  It  would  seem  that  Lear  has  (unwittingly) 
destroyed  the  employer's  capacity  to  use  this  form  of  employee  compen- 
sation to  attract  especially  good  inventors,  because  the  inventor  can  no 
longer  depend  upon  the  employer's  contract  to  pay  the  royalties.  Lear 
says:  Never  trust  your  employer's  word. 

The  employer  must,  of  course,  be  free  to  seek  patents  on  its  em- 

«  Civil  No.  792-69  (D.N.].,  filed  July  10,  1969). 
43—  Ohio  2d  — ,  165  Uij.P.Q.  776  (C.P.  1970). 
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ployee's  inventions,  but  if  it  gets  one — however  narrow  and  uncertain 
— it  can  renege  on  the  royalty  by  attacking  its  own  patent,  which  may 
be  invalid  only  because  of  the  employer's  own  negligence. 

One  hope  on  this  point  lies  in  the  difference  between  Adkins*  li- 
cense to  Lear  and  an  assignment  to  the  corporation.  The  distinction  is 
not  logically  valid,  but  since  the  Court  in  Lear  clearly  knew  not  what 
it  was  doing  to  such  employment  relationships,  and  because  its  rationale 
produces  such  socially  horrifying  results  in  some  applications,  courts 
should  tend  to  find  excuses  to  limit  and  distinguish  at  least  parts  of 
Lear.  So,  with  fingers  crossed,  we  shall  continue  to  recommend  use  of 
invention-assignment  clauses,  coupled  with  royalty  obligations  to  in- 
ventors. 


H.    R&D  Service  Contracts,  Know-How  Contracts,  and  Trade  Secret 
Disclosure  Contracts*^ 

The  Lear  majority  did  not  decide  the  issue  of  possible  patent  law 
preemption  of  trade  secret  and  know-how  contracts  during  the  period 
prior  to  patent  issuance  but  held  postissuance  royalties  uncollectible. 
Painton'^*  held  pre-patent-application  royalties  uncollectible  on  the 
alleged  authority  of  Lear.  An  Illinois  appellate  courf*^  in  an  essentially 
former-employee-type  trade  secret  case,  recently  quoted  and  applied 
Lear's  statement:  "[FJederal  law  requires,  that  all  ideas  in  general  circu- 
lation be  dedicated  to  the  common  good  unless  they  are  protected  by 
patent."^®  To  build  know-how  licenses  on  such  judicial  quicksand  is  at 
least  as  difficult  as  to  climb  Mount  Everest.  Nevertheless,  we  should 
try. 

The  Bureau  of  International  Commerce  of  the  Department  of 
Commerce  reports  that  technology  licenses  bring  this  Nation  over  a 
billion  dollars  a  year  in  foreign  exchange.  Almost  all  of  this  billion  is 
generated  directly  or  indirectly  by  know-how  license  contracts.  Somehow 
we  must  succeed  in  know-how  licenses  in  spite  of  the  obstacles,  or  bil- 
lions in  foreign  exchange  will  be  lost,  not  to  mention  large  dollar  values 
in  domestic  technology  dissemination  under  domestic  know-how  li- 
censes, dissemination  which  contributes  to  competition  rather  than 
inhibits  it. 

48  For  a  more  detailed  treatment  of  this  subject  see  Arnold,  A  Philosophy  on  the 
Protections  Afforded  by  Patent,  Trademark,  Copyright,  and  Unfair  Competition  Law: 
The  Sources  and  Kalure  of  Product  Simulation  Law,  54  Trademark  Rep.  413  (1964)  and 
Handler,  Antitrust:  1969,  55  Cornell  L.  Rev.  188  (1970). 

44  Painton  &  Co.  v.  Bourns,  Inc.,  —  F.  Supp.  — ,  164  U.S.P.Q.  595  (S.D.N .Y.  1970). 

46Bimba  Mfg.  Co.  v.  Starz  Cylinder  Co.,  119  111.  App.  2d  251,  256  N.E.2d  857  (1969). 

46  395  U.S.  at  668. 
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^  Painton  notwithstanding,  we  feel  that  a  majority  of  courts,  when 
iy  they  have  learned  of  the  mischief  of  Lear,  will  seek  at  least  certain  re- 
treats from  its  harshness  on  contracts  relating  to  payment  for  know-how 
i  outside  the  narrow  confines  of  patent  law.  One  avenue  of  retreat  is  sug- 
iigested  by  Warner  Lambert  Pharmaceutical  Co.  v.  John  ].  Reynolds, 
ii  Inc.,*"^  in  which  the  court  enforced  payment  for  contracted-for  royalties 
f  even  after  the  secret  formula  of  Listerine  was  made  public.  Even  if  the 
'  remedy  of  an  injunction  can  be  argued  to  be  inappropriate  after  publi- 
''  cation  of  the  confidence  by  issuance  of  the  trade  secret  owner's  patent 
'f  disclosing  that  secret,  the  enforcement  of  a  prior  contract  for  royalties 
'  would  appear  to  be  sound. 

The  importance  of  the  proper  limitation  of  Lear  to  subject  matter 
disclosed  in  the  patent  is  too  great  to  pass  over  lightly.  Let  us  consider 
it  further. 

The  contract  sued  on  in  Lear  (in  contrast  with  the  original  Lear- 
*  Adkins  contract)   tied  royalties  to  "patented  or  patentable"  subject 
'  matter.  Patents  relate  to  novel  concepts,  not  to  engineering  detail.  For 
,  example,  a  conceptual  invention  in  turbines  may  be  applicable  to  low- 
•j  speed  hydroelectric  power  turbines  and  also   to  the  turbines  of  jet 
engines  for  aircraft.  The  choice  of  turbine  blade  materials  must  be  dif- 
'  ferent  because  of  the  extreme  difference  in  temperatures  of  operation, 
the  difference  in  stresses  resulting  from  different  speeds  of  operation, 
and  the  different  erosion  and  corrosion  resulting  from  different  envi- 
ronments of  operation.  The  configuration  of  the  blades  must  be  differ- 
ent  for   efficiency   of  operation   at   the   widely   variant   speeds.    The 
hydroelectric  turbine  operates  at  constant  speed  and  the  aircraft  engine 
I  turbine  at  widely  variant  speeds,  again  calling  for  much  engineering. 
'         It  is  clear  that  perhaps  100,000  dollars'  worth  of  engineering,  engi- 
1  neering  that  could  be  accomplished  by  any  engineer  skilled  in  the  art, 
i  is  necessary  to  apply  the  patented  concept  to  each  of  the  two  applica- 
tions. This  engineering  detail  is  not  included  in  the  patent  disclosure 
of  its  novel  concept,  which  is  capable  of  implementation  in  a  variety  of 
shapes,  sizes,  speeds,  and  other  forms  by  skilled  engineers.  All  this 
engineering  detail   may   be   referred   to   as   "know-how."   Often   the 
100,000-dollar  application  engineering  job  is  done  after  the   patent 
issues  and  constitutes  secret  know-how  that  came  into  being  after  the 
I  patent.  As  used  in  industry,  "know-how"  may  include  patentable  con- 
cepts, but  the  bulk  of  "know-how"  is  usually  of  this  engineering  char- 
acter. 

4T  178  F.  Supp.  655  (S.D.N.Y.  1959),  aff'd.  280  F.2d  197  (2d  Cir.  1960). 
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The  essence  of  know-how  is  the  distillation  of  an  economic  and 
efficient  set  of  parameters  from  the  hundreds  of  parameter  combina- 
tions that  are  publicly  known  as  useable  in  implementing  a  patentable 
concept.  Know-how  in  this  sense  was  not  before  the  court  in  Lear.  The 
public  policies  affecting  property  rights  in  this  know-how  and  the 
licensing  of  those  rights  were  not  presented  to  the  court  in  Lear. 

Accordingly,  despite  Painton,  Lear  must  properly  be  construed  as 
limited  to  patentable  concepts  as  distinguished  from  know-how  in  the 
nature  of  a  distilled  economic  and  efficient  set  of  parameters.*^ 

Thus  we  will  continue  to  draw  know-how  licenses,  seeking  always 
to  structure  them  as  differently  from  Lear  as  we  can.  When  feasible  we 
will  cast  the  license  as  a  teaching-service  contract,  a  "show-how"  con- 
tract, rather  than  a  know-how  property  conveyance  contract.  This 
change  may  result  in  ordinary  income  instead  of  (in  some  cases)  capital 
gains  tax  treatment,  but  the  two  taxes  seem  to  be  coming  closer  together 
and  the  extra  tax  may  be  the  cost  we  have  to  pay  to  avoid  Lear  and 
Painton.  When  feasible,  we  will  separate  the  know-how  license  and  pri- 
mary consideration  clause  into  a  separate  instrument  from  an  immunity- 
from-patent-suit  clause.  We  will  self-sell  in  the  instrument,  as  in  a  law 
brief,  the  reasonableness,  the  social  propriety,  and  the  desirability  of 
the  know-how  license  and  its  independent  consideration — this  because  [. 
judges  often  will  respond  to  contract  salesmanship  of  reasonableness 
more  than  to  the  same  arguments  in  a  brief  or  oral  argument. 

This  approach  will  unreasonably  constrict  the  value  put  on  the  L 
patents  and  falsify  on  the  low  side  the  precedent  value  of  the  contract 
as  to  what  is  a  reasonable  patent  royalty  in  a  patent  infringement  suit  [j 
against  a  third  party.  Also,  if  no  significant  value  in  the  know-how  or 
no  realistic  degree  of  nonavailability  of  the  know-how  from  public 
sources  can  be  demonstrated,  this  approach  will  not  stand  up.  But 
know-how  licenses  are  inherently  so  important  to  public  enjoyment  of 
technology — the  useful  gold  nuggets  of  which  are  commonly  hidden  by 
a  mountain  of  dirt  information  in  masses  of  publications — that  we  must 
and  do  have  hope  of  judicial  correction  of  Lear  if  we  give  the  next  court 
a  substantial  excuse  to  distinguish  Lear.  Too  many  tens  of  millions 
dollars'  worth  of  new  licenses  for  know-how  dissemination — for  the 


<8  Senator  Hugh  Scott  has  already  introduced  amendments  578  and  579  to  the  pend- 
ing patent  law  revision  bill,  S.  2756,  91st  Cong.,  1st  Sess.  (1970),  which  loosely  translate 
inter  alia:  The  right  to  preclude  others  granted  by  this  title  shall  be  in  addition  to  and 
not  in  lieu  of  the  right  to  preclude  others  that  may  arise  out  of  contract,  unfair  compe- 
tition, or  other  law  of  the  states  or  the  United  States.  In  view  of  Lear  and  Painton,  bar 
and  industry  support  of  the  Scott  amendments  is  essential. 
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public  benefit  and  m  aid  of  competition — are  entered  into  yearly  for 
them  to  be  swept  away  by  ill-considered  dicta  of  justices  not  having 

these  facts  of  life  before  them. 

*     #     * 

Does  Lear  mean  that  installments  of  a  sum  certain  not  tied  to  fu- 
ture postpatent  use  of  the  purchased  information  but  payable  in  in- 
stallments extending  beyond  the  patent's  issue  are  uncollectible  after 
the  patent  issues?  To  paraphrase  the  court's  reasoning:  To  contractually 
bind  the  licensee  to  pay  any  consideration  after  the  patent  issues  is  to 

^l|muzzle  the  attack  on  the  patent  that,  as  a  matter  of  public  policy,  is 
desirable  by  the  party  having  the  economic  interest  to  do  so. 

Does  Lear  mean  that  only  lump-sum  payments,  either  at  contract 
time  or  on  the  date  of  a  notice  of  allowance  but  in  advance  of  the  issue 
of  the  patent,  should  be  requested  in  contracts- for  R&D  and  trade 
secret  disclosure  contracts?  Although  such  a  requirement  is  impractical 
and  unrealistic,  that  is  the  apparent  teaching  of  Lear.  But  beware:  We 
find  the  Court's  "muzzle"  reasoning  would  suggest  possible  licensee 
recovery,  if  the  patent  is  invalid,  of  prepatent  payments  for  R  8c  D 

^tservices  and  trade  secret  disclosures.  Thus  if  the  consideration  clause 
in  the  contract  is  unenforceable, as  to  accrued  payments  due  but  not 
paid,  by  what  logic  can  a  line  be  drawn  to  preclude  payments  already 
made  under  the  unenforceable  clause?  , 

In  short,  Lear  seems  to  say,  by  extension  of  its  logic  to  these  other 
facts  of  possible  contracts,  that  the  purchaser  of  R  &  D  services  or  of 
disclosures  of  trade  secrets  is  not  obligated  to  pay  at  all  and  may  recover 
prior  payments  if  no  valid  patent  issues. 

The  part  of  the  decision  that  saves  us  (hopefully)  from  that 
construction  is  the  three-judge  partial  dissent  expressly  to  the  effect 
that  Adkins  should  not  recover  for  use  of  his  ideas  even  prior  to  the 
patent's  issue,  because  the  patent  law  had  preempted  the  entire  field  of 
contracts  with  respect  to  use  of  and  payments  for  technology — a  proposi- 
tion the  majority  rejected. 

Furthermore,  the  clarity  by  which  we  can  see  that  the  Supreme 
Court  did  not  consider  the  effect  of  the  Lear  rule  upon  the  public 
policy  of  encouraging  settlements,  discouraging  litigation,  permitting 
employment  contracts  by  which  employees  retain  a  piece  of.  the  action, 

H  avoiding  concentration  of  economic  power  in  the  major  business  enti- 
'"  •  1-111 

ties,  and  encouraging  know-how  licenses,  etc.  makes  it  clear  tliat  the 

'j  Lear  rule  must  not  be  expanded.  It  must  be  contracted  until  it  too  is 

given  Mr.  Justice  Frankfurter's  "decent  public  burial." 
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/.    The  Realities  of  Law  in  Action 

It  is  clear  that  courts  are  reaching  irrational  results  because  of  an 
absence  of  functional  knowledge  of  the  premises  they  build  upon. 
Lacking  the  investigative  facilities  and  investigative  interest  of  legis- 
lative bodies,  they  unwittingly  violate  Justice  Frankfurter's  admonition: 
"We  must  be  especially  wary  against  the  dangers  of  premature  syn- 
thesis, of  sterile  generalization,  unnourished  by  the  realities  of  law  in 
action."  Let  me  then  attempt  a  little  nourishment  of  the  realities  of 
law  in  action. 

The  number  of  innovations  that  are  truly  breakthroughs  of  such 
stature  as  to  negate  all  arguments  of  obviousness  that  some  court  is 
likely  to  buy  is  de  minimis.  For  example,  the  inventions  often  thought 
of  as  the  most  important  of  the  last  century  are  the  electric  light,  the 
telephone,  the  electromagnetic  motor,  the  air  brake,  and  barbed  wire. 
All  five  were  such  minor  modifications  of  prior  art  and  were  so  sug- 
gested by  the  prior  art  that  a  majority  of  today's  courts  would  clearly 
find  they  lacked  the  requisite  unobviousness  to  be  patentable. ^^ 

How  nice  it  was,  however,  that  after  Edison  had  literally  thousands! 
of  results  that  would  not  work,  the  patent  system  kept  him  plugging — 
as  he  phrased  it,  "ninety-nine  percent  perspiration  and  one  percent  in- 
spiration"— until  he  learned  which  of  the  suggestions  of  the  prior  art 
to  follow.  Bell  was  a  school  teacher  who  worked  in  his  attic  consuming 
his  funds  until  his  family  was  poverty-striken.  How  nice  it  was  that  the  \ 
patent  system  induced  his  friends  to  buy  a  piece  of  the  action,  to  invest 
their  capital  in  the  school  teacher's  dream.  But  under  the  law  today, 
their  patents  assuredly  could  not  stand  litigation  in  at  least  half  of  our 
circuits.  There  would  be  no  action  to  buy. 

Patent  law  presumes,  unrealistically,  practical  working  familiarity 
with  the  sum  total  of  mankind's  prior  knowledge.  In  court  presenta- 
tions, the  prior  art  used  is  selected  and  distilled — by  hindsight  use  of 
the  teaching  of  the  invention  itself — from  mountains  of  publications 
and  patents  more  often  misleading  (for  a  particular  application)  than| 
not.  The  intellectual  screen,  which  is  used  to  sift  the  wheat  information! 
away  from  the  chaff,  is  the  knowledge  of  the  invention  and  its  value.  Inj 
this  context,  defense  arguments  of  obviousness  are  inherently  more' 
salable  than  the  patent  owner's  argument  that  the  invention  was  not 
obvious  at  the  time  he  developed  it. 


49  Dodds  &  Crotty,  supra  note  3. 
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We  render  the  patent  system  a  cruel  hoax,  a  fraud  upon  the  inves- 
j  tor  in  R&D  and  in  market  development,  by  our  recent  cultivation  of 
ijantipatent  and  antipatent-contract  ideas  as  though  antitrust  was  the  sole 
jj social  goal  of  society.^"  We  hold  out  the  carrot  of  patents  to  encourage 
I  the  inventor  and  his  financial  backers  to  give  of  their  sweat  and  capital 
i<  to  bring  new  things  to  market,  but  then  deny  them  an  adequate  reward 
ijfor  their  efforts. 

)(  The  big  business  with  mighty  sales  power  can  sometimes  sell  the 
[proverbial  refrigerator  to  the  Eskimo  and  not  infrequently  does  not 
ijneed  the  patent  to  gain  a  return  on  its  R  &:  D  and  market  development 
i|  investment.  Often  the  big  business  need  not  license  a  number  of  mod- 
]  erate-sized  businesses,  each  with  different  know-how  background,  differ- 
ijent  market  posture,  and  different  license  contract  needs,  in  order  to 
el  profit  itself  by  giving  the  public  the  in-house  enjoyment  of  its  innova- 
A  tions.  Generally,  however,  the  moderate-sized  business,  and  sometimes 
ij  even  big  business  as  well,  cannot  profit  itself  and  give  the  public  in- 
house  enjoyment  without  varied  forms  of  trade  secret  disclosure 
[U  contracts,  employment  contracts  in  which  special  employees  get  a  piece 
J  of  the  action,  and  multiple  licenses  on  varied  terms.  The  law  on  these 
contract  topics  must  be  nourished  by  these  realities. 

«     *     • 

ij  The  patent  law  proscribes  patents  and  the  enforcement  of  patents 
whenever  the  invention  was  previously  in  use  in  the  United  States  or 
;sl  disclosed  in  a  printed  publication  anywhere  in  the  world,  i.e.,  when- 
ni  ever  the  public  was  actually  enjoying  the  inventon  prior  to  the  patent. 
i  If  a  patent  is  erroneously  issued  but  is  sued  upon  in  the  face  of  flat 
I  anticipation  by  something  already  within  the  public  enjoyment,  the 
itj  patent  is  not  only  held  invalid  but  the  plaintiff  is  ordered  to  pay  the 
ta<  defendant's  not  inconsiderable  attorneys'  fees.  The  result  is  that  patents 
ol  on  what  is  already  in  the  public  enjoyment  are  never  a  public  menace 
J  or  economic  burden  because  the  economy  purges  them  naturally.  The 
il  legitimate  public  policy  issue,  if  any,  must  therefore  reside  in  patents 
on  on  innovations  that  are  not  already  in  the  public  enjoyment  but  are, 
\!\  arguably,  obvious  from  what  is  already  in  the  public  enjoyment. 
)ij  Invalid  patents  are  erroneously  called  a  public  menace,  so  much 


60  The  antipatcnt  bias  of  the  Supreme  Court  that  included  Justices  Jackson.  Black, 
J   and  Douglas  brought  Justice  Jackson  to  recite  in  bitter  dissent  that  the  only  patents  that 
were  valid  were  those  the  Supreme  Court  had  been  unable  to  get  it»  hands  on.  Jungersen 
▼.  Ostby  &  Barton  Co.,  835  U.S.  560.  572  (1949). 
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so  that  the  law  must  induce  the  moral  delinquency  of  us  all  in  order  re 
to  expurgate  them  from  the  economy.  But  if  the  patent  is  on  something  :e 
not  actually  in  the  public  enjoyment  but  only  arguably  derivable  there- 
from by  those  of  skill  in  the  art,  can  that  patent  really  be  that  evil?  Even  ti( 
when  invalid  for  obviousness,  a  patent's  protection  induces  a  small  man-  pa 
ufacturer  to  bring  out  a  product  in  competition  with  those  of  greater 
marketing  might  so  that  the  public  does  enjoy  that  which  defendants 
argue  it  obviously  could  have  enjoyed  without  a  patentable-stature  in-  )i 
vention.  Is  that  evil?  Even  when  invalid  for  obviousness  the  examiner 
did  not  see,  the  invalid  patent  will  publish  its  innovation  for  all  to  read. 
Is  that  evil?  Even  when  the  patent  is  invalid  for  obviousness,  the  license 
income  will  be  reinvested  in  new  R  &  D  to  progress  the  useful  arts- 
provided,  however,  the  patent  owner  continues  to  have  faith  in  the 
system  of  protection  of  his  sweat  and  capital.  Is  that  evil? 

Inducement  of  capital  and  effort  into  R&D  and  market  develop- 
ment is  not  so  much  a  function  of  the  size  of  the  advance  in  the  art  as  it 
is  in  the  faith  that  what  is  done  new,  however  small,  will  be  protected. 
As  Mr.  Chief  Justice  Burger  said:  "The  [patent]  system  is  not  concerned 
with  the  individual  inventor's  progress,  but  only  with  what  is  happening 
to  technology."^^  To  pay  lip  service  to  progress  in  the  useful  arts  while 
worshiping  antitrust  as  the  one  true  god  is  at  best  hypocritical  worship. 
Why  not  give,  in  the  contract  area,  a  meaning  to  the  statutory  pre- 
sumption of  patent  validity^-  at  least  until  proven  invalid? 

It  is  surely  questionable  whether  the  forces  of  competition  are 
really  undermined,  save  in  rare  instances,  if  everyone  but  the  assignor 
of  a  patent  or  the  licensee  of  a  patent  is  free  to  contest  validity.  When  a 
license  is  negotiated,  the  consideration  is  arrived  at  in  the  context  of 
the  possibility  of  later-found  references  or  other  bases  for  later-found 
invalidity — not  surprisingly  since  courts  strike  down  more  than  half 
the  patents  before  them.  To  let  the  licensee  repudiate  his  deal  unilat- 
erally when  evidence  of  arguable  invalidity  later  develops  is  to  let  him 
extort  a  lower  royalty  because  the  later-found  reference  may  develop, 
and  then  renege  on  even  that  royalty  when  the  event  used  to  bargain 
with  does  occur.  Lear  encourages  such  a  course  of  events  even  though 
the  licensee  got  what  he  bargained  for,  namely  freedom  from  the  trou- 
ble, expense,  and  risk  of  suit  at  a  time  when  he  knew  not  of  the  critical 

61  Commissioner  of  Patents  v.  Deutsche  Gold-und-Silber-Scheideanstalt  Vormals 
Roessler.  397  F.2d  656,  667  (D.C.  Cir.  1968),  quoting  Rich,  Principles  of  Patentability, 
28  Gfo.  Wash.  L.  Rfv.  390,  402  (1960). 

62  35  U.S.C.  S  282  (1964). 


125 
1970]  LIFE  UNDER  LEAR  '       1259 

reference  and  wanted  to  get  leadtime  in  the  market  by  taking  the  li- 
cense. 

Why  not  give  the  parties  freedom  to  contract  for  license  termina- 
tion and  to  set  the  royalty  in  the  context  of  such  a  clause,  but  hold  the 
party  to  the  contract  he  makes  if  he  does  not  negotiate  for  a  right  to 
terminate?  No  significant  anticompetitive  result  obtains,  because  the 
licensee  remains  in  the  market — he  just  has  to  pay  what  he  promised  to 
pay. 

The  minority  in  Lear  and  Judge  Motley  m  Painton  find  clear 
beyond  peradventure  that  to  permit  the  licensing  of  unpatented  and 
unpatentable  know-how  would  sanction  a  "monopoly"  that  the  Consti- 
tution neither  contemplates  nor  permits.  I  submit,  however,  that  no 
antitrust  philosophy  burdened  the  Constitution's  drafters.  As  Milton 
Handler  states: 

Will  the  progress  of  the  arts  and  sciences  in  fact  be  promoted 
by  such  a  rule  [proscribing  or  burdening  know-how  licenses]? 
Why  is  it  that  compulsory  licensing  of  patents  by  government 
edict  is  deemed  pro-competitive  while  the  dissemination  of 
technical  knowledge  by  voluntary  licensing  is  anathema?  May 
not  the  proposed  rule  lead  to  even  greater  concentration  of 
power  in  our  economy  since  there  will  be  every  incentive  for 
firms  to  keep  to  themselves  their  technological  insights  and 
procedures?^^  » 

/.    Lear  Applies  the  Philosophy  of  A  bolishing  "in  pari  delicto" 
Defenses  to  Facts  on  Which  It  Frustrates  Rather  than 
Sponsors  the  Balance  of  Public  Policy 
In  recent  years  it  has  often  been  held  that  public  policy  commands 
the  abolition  of  the  "in  pari  delicto"  defense  in  antitrust  conspiracy 
cases  in  order  to  induce  the  conspirators  to  break  their  conspiratorial 
'^  word  and  thereby  afford  self-policing  of  antitrust  conspiracies.  We  must 
^  not  muzzle  the  private,  the  vigilante,  the  policeman.  The  purpose  of 
abolishing  the  defense  in  the  antitrust  context  was  the  prevention  of 
illegal  conspiratorial  contracts,  a  malevolent  context  totally  foreign  to 
Adkins'  deal  with  Lear.  That  philosophy  was  borrowed  from  that  con- 
•  text  and  applied  in  Lear,  a  case  in  which  the  facts  and  public  policies 
involved  are  totally  different. 

The  antitrust  conspiracy  cases  do  not  involve  public  policy  favor- 


68  Handler,  supra  note  43,  at  n.l86. 
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ing  (1)  progress  of  the  useful  arts,  (2)  securing  to  inventors  a  property 
right  in  the  results  of  their  mental  endeavor,  (3)  securing  to  those  who 
invest  in  R  &  D  a  return  on  their  investment,  (4)  inducing  small  busi- 
ness to  undertake  market  development  in  competition  with  large  busi- 
nesses having  marketing  might  sufficient  to  drown  the  smaller  business's 
entry  into  a  competitive  market,  (5)  licensing  of  know-how  (the  result 
of  distillation,  filtration,  and  assembly  of  structured  selections  of  in- 
formation from  the  masses  of  published  information),  (6)  R  &  D  service 
and  employment  contracts  by  which  the  consideration  the  researcher 
receives  may  be  tied  to  the  use  of  the  results  of  the  R&D  effort,  (7) 
contracts  for  the  disclosure  of  trade  secrets  whereby  competitive  use 
thereof  may  occur,  and  (8)  the  integrity  of  the  grant  of  a  patent  under 
seal  of  the  United  States  Government.  Also,  there  is  Congress'  policy 
stated  in  the  patent  law  that,  "A  patent  shall  be  presumed  valid."^* 

What  is  the  meaning  of  the  congressionally  expressed  public  policy 
that  a  patent  is  presumed  valid  if  it  is  not  to  give  support  to  contracts, 
tax  payments,  and  capital  investments  at  least  until  the  patent  is  held 
invalid?  In  contrast  with  this  open-ended  list  of  public  policies  sup- 
porting patents  and  know-how  and  trade  secret  contracts,  the  antitrust 
conspiracy  cases — which  fathered  Lear  without  benefit  of  wedlock — do 
involve  a  violation  of  public  policy  that  is  not  essentially  self-purging. 

Since  essentially  all  patents  are  potentially  invalid  due  to  the  in- 
herent nature  of  hindsight  review  of  obviousness,  to  decide  cases  on  the 
assumption  that  all  potentially  invalid  patents  are  public  menaces  is  to 
destroy  the  entire  patent  system  and  its  common  law  corollary,  trade 
secret  law. 

VI.    Conclusion 

Our  competitive  society  will  in  fact  be  stronger  if  once  again  a 
man's  word  is  his  bond.  Lear  begets  much  more  mischief  than  it  cures. 
Courts  must  whittle  at  it  until  they  give  it  a  decent  burial. 


64  35  U.S.C.  5  282  (1964). 
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Senator  ^IcClellan.  All  right,  :Mr.  Brennan? 

Mr.  Brennan.  Mr.  Chairman,  I  request  that  there  be  printed  at 
this  point  in  the  record  the  notice  of  this  liearing,  the  text  of  S.  ()4;3, 
S.  1253,  S.  1255,  Senate  amendment  23,  Senate  amendment  24. 

Senator  McClellan.  AVithout  objection,  these  will  all  be  inserted 
in  the  record  at  this  point. 

(The  material  referred  to  follows:) 

[From  the  Congressional  Record — Senate,  S.  1255,  Mar.  24,  1971] 
Notice  of  Hearing  on  Patent  Law  Revision 

Mr.  McClellan.  Mr.  President,  as  chairman  of  the  Subcommittee  on  Patents, 
Trademarks,  and  Copyrights  of  the  Committee  on  the  Judiciary,  I  wish  to 
announce  that  the  subcommittee,  on  May  11  and  12,  will  continue  the  public 
hearings  on  legislation  for  the  general  revision  of  the  patent  law.  These  hear- 
ings will  commence  each  day  at  10  a.m.  in  room  3302,  New  Senate  Office 
Building. 

The  subcommittee  has  previously  held  several  days  of  hearings  on  patent 
law  revision  and  the  hearings  on  May  11  and  12  will  be  limited  to  issues  which 
have  developed  since  the  earlier  hearings.  The  hearings  will  cover  the  follow- 
ing topics :  .  . 

First.  The  possible  inclusion  in  S.  643,  the  patent  revision  bill,  of  provisions 
clarifying  the  rights  of  patent  owners  with  respect  to  the  licensing  of  patent 
rights,  such  as  are  contained  in  Senate  amendment  24,  proposed  by  the 
minority  leader. 

Second.  The  clarification  of  the  relationship  between  the  Federal  patent  law 
and  contractural  and  other  rights  or  obligations  not  in  the  nature  of  patent 
rights  created  by  Federal  or  State  statutes,  as  provided  in  section  301  of  S. 
643,  and  in  Senate  Amendment  23,  introduced  by  the  minority  leader. 

Third.  Consideration  of  the  necessity  for  modification  of  the  patent  law  in 
order  to  facilitate  the  public  policy  of  improving  the  quality  of  the  environ- 
ment. The  subcommittee  will  consider  section  308  of  the  Clean  Air  Amend- 
ments Act  of  1970,  and  section  6  of  the  transitional  and  supplementary  pro- 
visions of  S.  643. 

Fourth.  Adjustment  of  patent  and  trademark  fees,  such  as  is  provided  by 
S.  1255. 

Fifth.  The  amendment  of  title  35  to  provide  for  the  granting  of  a  right  of 
priority  with  respect  to  inventors  certificates,  such  as  is  provided  in  S.  1252. 

Anyone  who  wishes  to  testify  on  these  subjects,  or  file  a  statement  for  the 
record,  should  contact  the  office  of  the  subcommittee,  room  349-A,  Old  Senate 
Office  Building,  Washington,  D.C.  Telephone :  Area  code  202  225-2268.  Although 
oral  testimony  will  be  limited  to  the  subjects  enumerated,  the  subcommittee 
will  also  receive  written  statements  covering  other  provisions  of  S.  643.  These 
statements  will  be  incorporated  in  the  record  of  the  subcommittee's  hearings 
on  patent  law  revision. 

The  subcommittee  consists  of  the  Senator  from  Michigan  (Mr.  Hart),  the 
Senator  from  North  Dakota  (Mr.  Burdick),  the  Senator  from  Pennsylvania 
(Mr.  Scott),  the  Senator  from  Hawaii  (Mr.  Fong),  and  myself. 
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IN  THE  SENATE  OF  THE  UNITED  STATES 

Febriary  H  (legislative  day,  January  26),  1971 

Mr.  McClellan  introduced  the  ^'ollowing  bill ;  which  was  read  twice  and 
referred  to  the  (^ommittee  on  tlie  Judiciary 


A  BILL 

For  the  general  revision  of  the  Patent  Laws,  title  35  of  the  United  States 
Code,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 

2  United  States  of  America  in  Congress  assembled,  That  title  35  of  the 

3  United  States  Code,  entitled  "Patents",  is  hereby  amended  in  its 

4  entirety  to  read  as  follows: 

5  "TITLE  35— PATENTS 

"Pabt  Sec. 

"I.  PATENT  OFFICE 1 

"II.  PATENTABILITY  OF  INVENTIONS  AND  GRANT  OF  PATENTS.  100 

•'III.  PATENTS  AND  PROTECTION  OF  PATENT  RIGHTS 251 

6  "PART  I— PATENT  OFFICE 

"Cbapteb  Sec. 

"1.  Establishment,  Officers,  Functions 1 

"2.  Proceedings  in  the  Patent  Office 21 

"3.  Practice  Before  the  Patent  Office 31 

"4.  Patent   Fees 41 
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1  "Chapter  1.— ESTABLISHMENT,  OFFICERS,  FUNCTIONS 

"Sec. 

"1.  Establishment. 

"2.  SeaL 

"3.  OflBcers  and  employees. 

"4.  Restrictions  on  oflBcers  and  employees  as  to  interest  in  patents. 

"5.  Bond  of  Commissioner  and  other  officers. 

"6.  Duties  of  Commissioner. 

"7.  Board  of  Appeals. 

"8.  Library. 

"9.  Classification  of  patents. 
"10.  Certified  copies  of  records. 
"11.  Publications. 
"12.  Research  and  studies. 
"13.  Copies  of  patents  for  public  libraries. 

2  "§1.  Establishment 

3  "The  Patent  Office  shall  he  an  Office  in  the  Department  of  Com- 

4  merce,  where  records,  books,  drawings,  specifications,  and  other  papers 

5  and  things  pertaining  to  patents  and  to  trademark  registrations  shall 

6  be  kept  and  preserved,  except  as  otherwise  provided  by  law. 

7  "§2.  Seal 

8  "The  Patent  Office  shall  have  a  seal  with  which  letters  patent,  certif- 

9  icates  of  trademark  registrations,  and  papers  issued  from  the  Office 

10  shall  be  authenticated. 

11  "§  3.  OflBcers  and  employees 

12  "  (a)  There  shall  be  in  the  Patent  Office  a  Commissioner  of  Patents, 

13  one  first  assistant  commissioner,  two  other  assistant  commissioners,  and 

14  not  more  than  twenty-four  examiners-in-chief.  The  assistant  commis- 

15  sioners  shall  perform  the  duties  pertaining  to  the  office  of  Commis- 

16  sioner  assigned  to  them  by  the  Commissioner.  The  first  assistant 

17  commissioner,  or,  in  the  event  of  a  vacancy  in  that  office,  the  assistant 

18  commissioner  senior  in  date  of  appointment,  shall  fill  the  office  of 

19  Commissioner  during  a  vacancy  in  that  office  until  a  Commissioner  is 

20  appointed  and  takes  office.  The  Commissioner  of  Patents  and  the  assist- 

21  ant  commissioners  shall  be  appointed  by  the  President,  by  and  with 

22  the  advice  and  consent  of  the  Senate.  The  Secretary  of  Commerce, 

23  upon  the  nomination  of  the  Commissioner  in  accordance  with  law, 

24  shall  appoint  all  other  officers  and  employees. 

25  "(b)  The  Secretary  of  Commerce  may  vest  in  himself  the  functions 

26  of  the  Patent  Office  and  its  officers  and  employees  specified  in  this  title 
87      and  may  from  time  to  time  authorize  their  performance  by  any  other 

28  officer  or  employee. 

29  "  (c)  The  Secretary  of  Commerce  is  authorized  to  fix  the  per  annum 

30  rate  of  basic  compensation  of  each  examiner-in-chief  in  the  Patent 

31  Office  at  not  in  excess  of  the  maximum  scheduled  rate  provided  for 


130 


1  positions  in  grade  17  of  the  Greneral  Schedule  of  positions  referred  to 

2  in  section  5104  of  title  5,  United  States  Code,  and  of  the  assistant  com- 

3  raissioners  at  not  in  excess  of  the  rate  provided  for  positions  in  grade  18. 

4  "§4.  Restrictions  on  officers  and  employees  as  to  interest  in 

5  patents 

6  "Officers  and  employees  of  the  Patent  Office  shall  be  incapable,  dur- 

7  ing  the  period  of  their  appointments  and  for  one  year  thereafter,  of 

8  applying  for  a  patent  or,  during  such  period  and  for  one  year  there- 

9  after,  being  named  as  an  inventor  in  an  application  for  patent  for  an 

10  invention  made  during  such  period  or  for  one  year  thereafter  and  of 

11  acquiring,  directly  or  indirectly,  except  by  inheritance  or  bequest,  any 

12  patent  or  any  right  or  interest  in  any  patent,  issued  or  to  be  issued 

13  by  the  Office.  Such  applications  for  patent  thereafter  shall  not  be 

14  entitled  to  any  priority  date  earlier  than  one  year  after  the  termina- 
ls tion  of  their  appointment. 

16  "§  5.  Bond  of  Commissioner  and  other  officers 

17  "The  Commissioner  and  such  other  officers  as  he  designates,  before 

18  entering  upon  their  duties,  shall  severally  give  bond,  with  sureties, 

19  the  former  in  the  sum  of  $10,000,  and  the  latter  in  sums  prescribed  by 

20  the  Commissioner,  conditioned  for  the  faithful  discharge  of  their 

21  respective  duties  and  that  they  shall  render  to  the  proper  officers  of 

22  the  Treasury  a  true  account  of  all  money  received  by  virtue  of  their 

23  offices. 

24  "§  6.  Duties  of  Commissioner 

25  "The  Commissioner,  under  the  direction  of  the  Secretary  of  C5om- 
25  merce,  shall  superintend  or  perform  all  duties  required  by  law  respect- 

27  ing  the  granting  and  issuing  of  patents  and  the  registration  of  trade- 

28  marks ;  and  he  shall  have  charge  of  property  belonging  to  the  Patent 

29  Office.  He  may  establish  regulations,  not  inconsistent  with  law,  for 
3Q  the  conduct  of  proceedings  in  the  Patent  Office.  Such  regulations  and 
3j  all  other  regulations  issued  pursuant  to  this  title  shall  be  subject  to 

32  •  the  approval  of  the  Secretary  of  Commerce. 

33  "§  7.  Board  of  Appeals 

3^  "(a)    The   Commissioner,   the  assistant  commissioners,  and   the 

35 

36 


examiners-in-chief  shall  constitute  a  Board  of  Appeals  in  the  Patent 
Office.  The  examiners-in-chief  shall  be  persons  of  competent  legal 

gy      knowledge  and  scientific  ability,  who  shall  be  appointed  under  the 

3g      classified  Civil  Service. 

3g  "(b)  The  Board  of  Appeals  shall : 

^  "  ( 1 )  Review  adverse  decisions  of  the  primary  examiners  upon 
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1  applications  for  patents  as  provided  in  section  134  of  this  title. 

2  "(2)  Review  or  consider  actions  arising  under  chapter  18  of 

3  this  title. 

4  "(3)  Perform  the  functions  specified  as  being  performed  by 

5  a  Board  of  Patent  Interferences  in  Public  Law  593,  Eighty-second 

6  Congress  (ch.  950,  66  Stat.  792,  section  1),  and  in  other  Acts  of 

7  Congress  and  when  performing  said  function  shall  constitute  a 

8  Board  of  Patent  Interferences. 

9  "(c)  Each  appeal  or  other  action  shaJl  be  decided  by  at  least  three 

10  njembers  of  the  Board  of  Appeals.  The  Board  of  Appeals  has  sole 

11  power  to  reconsider  its  decision. 

12  "(d)  Whenever  the  Commissioner  considers  it  necessary  to  main- 

13  tain  the  work  of  the  Board  of  Appeals  current,  he  may  designate  any 

14  patent  examiner  of  the  primary  examiner  grade  or  higher  having  the 

15  requisite  ability,  to  serve  as  examiner-in-chief  for  periods  not  exceed- 

16  ing  six  months  each.  An  examiner  so  designated  shall  be  qualified  to 

17  act  as  a  member  of  the  Board  of  Appeals.  Not  more  than  one  such 

18  designated  examiner-in-chief  shall  be  a  member  of  the  Board  of 

19  Appeals  hearing  an  appeal  or  considering  a  case.  The  Secretary  of 

20  Commerce  is  authorized  to  fix  the  per  annum  rate  of  basic  compensa- 

21  tion  of  each  designated  examiner-in-chief  in  the  Patent  Office  at  not 

22  in  excess  of  the  maximum  scheduled  rate  provided  for  positions  in 

23  grade  16  of  the  General  Schedule  of  positions  referred  to  in  section 

24  5104  of  title  5,  United  States  Code.  The  per  annum  rate  of  basic 

25  compensation  of  each  designated  examiner-in-chief  shall  be  adjusted, 

26  at  the  close  of  the  period  for  which  he  was  designated  to  act  as 

27  examiner-in-chief,  to  the  per  annum  rate  of  basic  compensation  which 

28  he  would  have  been  receiving  at  the  close  of  such  period  if  such 

29  designation  had  not  been  made. 

30  "§8.  Library 

31  "The  Commissioner  shall  maintain  a  library  of  scientific  and  other 

32  works  and  periodicals,  both  foreign  and  domestic,  in  the  Patent  Office 

33  to  aid  the  officers  in  the  discharge  of  their  duties. 

34  "§  9-  Classification  of  patents 

35  "The  Commissioner  shall  maintain  with  appropriate  revisions  the 
3g  classification  by  subject  matter  of  published  specifications  of  United 

37  States  patents  and  of  such  other  patents  and  applications  and  other 

38  scientific  and  technical  information  as  may  be  necessary  or  practicable, 

39  for  the  purpose  of  determining  with  readiness  and  accuracy  the  patent- 

40  ability  of  inventions  for  which  applications  for  patent  are  filed. 
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1  "§  10.  Certified  copies  of  records 

2  "The  Commissioner  may,  upon  payment  of  the  prescribed  fee, 

3  furnish  certified  copies  of  records  of  the  Patent  Office  to  persons 

4  entitled  thereto. 

5  «§1L  Publications 

8  "(a)  The  Commissioner  shall  cause  to  be  published  in  sucli  format 

7  as  he  determines  to  be  suitable,  the  following : 

8  "(1)  The  specifications  and  drawings  of  patents,  and  patent 

9  applications ;  subject  to  the  provisions  of  this  title. 

10  "(2)  Certificates  of  trademark  registrations,  including  state- 

11  ments  and  drawings. 

12  "(b)   The  Commissioner  may  cause  to  be  published,  in  such  format 

13  as  he  determines  to  be  suitable,  the  following : 

14  "(1)   Patent  abstracts. 

15  "  (2)  The  Official  Gazette  of  the  United  States  Patent  Office. 

16  "(3)  Annual  indices  of  patents,  published  applications  and  of 

17  trademarks  and  information  concerning  the  same. 

18  "(4)  Annual  volumes  of  decisions  in  patent  and  trademark 

19  cases. 

20  "(5)  Classification  manuals  and  indices  of  the  classifications 

21  of  patents. 

22  "(6)   Pamphlet  copies  of  the  patent  laws  and  rules  of  practice, 

23  laws  and  rules  relating  to  trademarks  and  circulars  or  other  pub- 

24  lications  relating  to  the  business  of  the  Office. 

25  "(c)  The  Patent  Office  may  print  the  headings  of  the  drawings 

26  for  patents  for  the  purpose  of  photolithography. 

27  "(d)  The  Commissioner  (1)  shall  maintain  public  facilities  for  the 

28  searching  of  patent  materials,  (2)  may  establish  a  public  information 

29  service  for  the  dissemination  to  the  public  of  information  concerning 

30  patents,  and  (3)  may  from  time  to  time  disseminate  or  provide  for  the 

31  dissemination  to  the  public  of  those  portions  of  the  public  technological 

32  and  other  information  available  to  or  within  the  Patent  Office,  the 

33  publication  of  which  in  his  judgment  would  encourage  innovation  and 

34  promote  the  progress  of  the  useful  arts.  Such  dissemination  may  be 

35  made  through  the  issuance  of  periodical  or  other  publications,  the 

36  preparation  and  display  of  exhibits,  or  such  other  means  as  he  may 

37  consider  appropriate. 

38  "(d)   The  Commissioner  may  exchange  any  of  the  publications 

39  specified  in  subsections  (a)  and  (b)  for  publications  desirable  for  the 

40  use  of  the  Patent  Office,  and  furnish  copies  of  any  of  these  publications 
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1  to  international  intergovernmental  organizations  of  which  the  United 

2  States  is  a  member. 

3  "§  12.  Research  and  studies 

4  "The  Commissioner  shall  conduct  a  program  of  research  and  devel- 

5  opment  to  improve  and  expedite  the  handling,  classification,  storage, 

6  and  retrieval  of  patents  and  other  scientific  and  technical  information. 

7  "§  13.  Copies  of  patents  for  public  libraries 

8  ''The  Conmiissioner  may  supply  copies  of  specifications  and  draw- 

9  ings  of  patents  to  public  libraries  in  the  United  States  which  shall 

10  maintain  such  copies  for  the  use  of  the  public,  at  the  rate  for  each 

11  year's  issue  established  for  this  purpose  in  section  41  (a)  (9)  of  this  title. 

12  "Chapter  2.— PROCEEDINGS  IN  THE  PATENT  OFFICE 

"Sec. 

"21.  Day  for  taking  action  falling  on  Saturday,  Sunday,  or  holiday. 

"22.  Form  of  papers  filed. 

"23.  Testimony  in  Patent  Office  cases. 

"24.  Subpenas,  witnesses. 

"25.  Oath  and  declaration  in  lieu  of  oath. 

"26.  Effect  of  defective  execution. 

13  "§21.  Day  for  taking  action  falling  on  Saturday,  Sunday,  or 

14  holiday 

15  ""WHien  the  day,  or  the  last  day,  for  taking  any  action  or  paying  any 

16  fee  in  the  United  States  Patent  Office  falls  on  Saturday,  Sunday,  a 

17  holiday  within  the  District  of  Columbia,  or  on  any  other  day  the  Patent 

18  Office  is  closed  for  the  receipt  of  papers,  the  action  may  be  taken,  or  the 

19  fee  paid,  on  the  next  succeeding  secular  or  business  day. 

20  "§  22.  Form  of  papers  filed 

21  "The  Commissioner  may  by  regulation  prescribe  the  form  of  papers 

22  filed  in  the  Patent  Office. 

23  "§  23.  Testimony  in  Patent  Office  cases 

24  "The  Commissioner  may  establish  regulations  for  taking  testimony, 

25  affidavits,  depositions,  and  other  evidence  required  in  cases  in  the 

26  Patent  Office.  Any  officer  authorized  by  law  to  take  depositions  to  be 

27  used  in  the  courts  of  the  United  States,  or  of  the  State  where  he  resides, 

28  may  take  such  affidavits  and  depositions. 

29  "§  24.  Subpenas,  witnesses 

30  "(a)  The  clerk  of  any  United  States  court  for  the  district  wherein 
3j  testimony  is  to  be  taJcen  in  accordance  with  regulations  established  by 

32  the  Commissioner  for  use  in  any  case  in  the  Patent  Office  shall,  upon 

33  the  application  of  any  party  thereto,  issue  a  subpena  for  any  witness 
3^  residing  or  being  within  such  district,  commanding  him  to  appear  and 
35  testify  before  an  officer  in  such  district  authorized  to  take  testimony, 
35  depositions,  and  affidavits,  at  the  time  and  place  stated  in  the  subpena. 
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1  The  provisions  of  the  Federal  Rules  of  Civil  Procedure  relating  to  the 

2  attendance  of  witnesses,  discovery  and  the  production  of  documents 

3  and  things  shall  apply  to  contested  cases  in  the  Patent  Office  insofar 

4  as  consistent  with  such  regulations. 

5  "(b)  Every  witness  subpenaed  and  in  attendance  shall  be  allowed 

6  the  fees  and  traveling  expenses  allowed  to  witnesses  attending  the 

7  United  States  district  courts. 

8  "(c)  A  judge  of  a  court  whose  clerk  issued  a  subpena  may  enforce 

9  obedience  to  the  process  or  punish  disobedience  as  in  other  like  cases, 

10  on  proof  that  a  witness,  serve<l  with  such  subpena,  neglected  or  refused 

11  to  appear  or  to  testify.  No  witness  shall  be  deemed  guilty  of  contempt 

12  for  disobeying  such  subpena  unless  his  fees  and  traveling  expenses 

13  in  going  to,  and  returning  from,  and  one  day's  attendance  at  the  place 

14  of  examination,  are  paid  or  tendered  him  at  the  time  of  the  service  of 

15  the  subpena;  nor  for  refusing  to  disclose  any  secret  matter  except 

16  ujx)n  appropriate  order  of  the  court  which  issued  the  subpena. 

17  "§  25.  Oath  and  declaration  in  lieu  of  oath 

18  "(a)  An  oath  to  be  filed  in  the  Patent  Office  may  be  made  before 

19  any  person  within  the  United  States  authorized  to  administer  oaths, 

20  or  before  any  officer  authorized  to  administer  oaths  in  the  foreign 

21  country  in  which  the  affiant  may  be,  whose,  authority  shall  be  proved 

22  by  certificate  of  a  diplomatic  or  consular  officer  of  the  United  States, 

23  and  such  oath  shall  be  valid  if  it  complies  with  the  laws  of  the  state 

24  or  country  where  made. 

25  "(b)  The  Commissioner  may  by  regulation  prescribe  that  any  docu- 

26  ment  to  be  filed  in  the  Patent  Office  and  which  is  required  by  any 

27  law  or  regulation  to  be  under  oath  may  be   subscribed   to  by   a 

28  written  declaration  in  such  form  as  the  Commissioner  may  prescribe, 

29  such  declaration  to  be  in  lieu  of  the  oath  otherwise  required. 

30  "(c)  Whenever  such  written  declaration  is  used,  the  doi-ument  must 

31  warn  the  declarant  that  willful   false  statements  and  the  like  are 

32  subject  to  punishment  including  fine  or  imprisonment,  or  both   (18 

33  U.S.C.  1001). 

34  "§26.  Effect  of  defective  execution 

35  ''Any  (locmncnl  to  hi-  filed  in  tlie  Patent  Office  and  which  is  required 

36  by  any  law  or  regulation  to  lK^  executed  in  a  specified  manner  may  be 

37  i)n)visionally  accepted  by  the  Commissioner  despite  a  defective  execu- 

38  lion,  provided  a  properly  executed  docnnieiit  is  submitted  within  such 

39  time  as  may  be  prescribed. 
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1  "Chapter  3.— PRACTICE  BEFORE  THE  PATENT  OFFICE 

"Sec. 

"31.  Regulations  for  agents  and  attorneys. 
"32.  Suspension  or  exclusion  from  practice. 
"33.  Unauthorized  practice. 

2  "§31.  Regulations  for  agents  and  attorneys 

3  "The  Commissioner  may  prescribe  regulations  governing  the  recog- 

4  nition  and  conduct  of  agents,  attorneys,  or  other  persons  representing 

5  applicants  or  other  parties  before  the  Patent  Office,  and  may  require 

6  them,  before  being  recognized  as  representatives  of  applicants  or  other 

7  persons,  to  show  that  they  are  of  good  moral  character  and  reputation 

8  and  are  possessed  of  the  necessary  qualifications  to  render  to  applicants 

9  or  other  persons  valuable  service,  advice,  and  assistance  in  the  pres- 

10  entation  or  prosecution  of  their  applications  or  other  business  before 

11  the  Office. 

12  "§  32.  Suspension  or  exclusion  from  practice 

13  "  "The  Commissioner  may,  after  notice  and  opportunity,  for  a  hear- 

14  ing,  suspend  or  exclude,  either  generally  or  in  any  particular  case,  from 

15  further  practice  before  the  Patent  Office,  any  person,  agent,  or  attorney 

16  shown  to  be  incompetent  or  disreputable,  or  guilty  of  gross  misconduct, 

17  or  who  does  not  comply  with  the  regulations  established  under  section 

18  31  of  this  chapter,  or  who  shall,  by  word,  circular,  letter,  or  advertising, 

19  with  intent  to  defraud  in  any  manner,  deceive,  mislead,  or  threaten 

20  any  applicant  or  prospective  applicant,  or  other  person  having  immedi- 

21  ate  or  prospective  business  before  the  Office.  The  reasons  for  any  such 

22  suspension  or  exclusion  shall  be  duly  recorded.  The  United  States 

23  District  Court  for  the  District  of  Columbia,  under  such  conditions 

24  and  upon  such  proceedings  as  it  by  its  rules  determines,  may  review 
26  the  action  of  the  Commissioner  upon  the  petition  of  the  person  so 

26  suspended  or  excluded. 

27  "§  33.  Unauthorized  practice 

28  "(a)  Whoever,  not  being  recognized  to  practice  before  the  Patent 

29  Office— 

30  "(1)  holds  himself  out  or  knowingly  permits  himself  to  be 

31  held  out  as  so  recognized,  or 

32  " (2)  holds  himself  out  or  knowingly  permits  himself  to  be  held 

33  out  as  available  either  to  perform  the  service  of  preparing  or 

34  prosecuting  an  application  for  patent  or  to  provide  such  service 

35  to  be  performed  by  a  person  not  so  recognized  or  by  an  unidenti- 

36  fied  person,  or 

37  "(3)  for  compensation,  either  performs  the  service  of  prepar- 
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1  ing  or  prosecuting  an  application  for  patent  for  another  not  so 

2  recognized  or  provides  such  service  to  be  performed  by  a  person 

3  not  so  recognized  or  by  an  unidentified  person, 

4  shall  be  punished  by  imprisonment  not  exceeding  one  year,  or  a  fine  not 

5  exceeding  $1,000  for  each  offense,  or  both. 

6  "(b)  Where  an  agent,  attorney,  or  firm  recognized  to  practice  before 

7  the  Patent  Office,  assumes  responsibility  for  the  service  of  preparing 

8  or  prosecuting  a  patent  application  at  the  time  such  service  is  rendered, 

9  the  service  shall  be  considered  as  performed  by  such  agent,  attorney, 

10  or  firm  within  the  meaning  of  this  section. 

11  "Chapter  4.— PATENT  FEES 

"Sec. 

"41.  Patent  fees. 

"42.  Payment  of  patent  fees  ;  return  of  excess  amounts. 

12  "§41.  Patent  fees 

13  "(a)  The  Commissioner  shall  charge  the  following  fees: 

14  "(1)  On  filing  each  application  for  an  original  patent,  except 
16  in  design  cases,  $65 ;  in  addition,  on  filing  or  on  presentation  at 

16  any  other  time,  $10  for  each  claim  in  independent  form  which  is  in 

17  excess  of  one,  and  $2  for  ea,ch  claim  whether  independent  or 

18  dependent  which  is  in  excess  of  ten.  No  fee  shall  be  charged  for  the 

19  filing  of  claims  in  a  patent  during  reexamination  under  section 

20  191  of  this  title.  Errors  in  payment  of  the  additional  fee  may  be 

21  rectified  in  accordance  with  regulations  prescribed  by  the  Com- 

22  missioner. 

23  "(2)  Except  in  design  cases,  for  issuing  each  original  or  reissue 

24  patent,  $100 ;  in  addition,  $10  for  each  page  (or  portion  thereof)  of 

25  -  specification  as  printed,  and  $2  for  each  sheet  of  drawing. 

26  "(3)  In  design  cases: 

27  "a.  On  filing  each  design  application,  $20. 

28  "b.  On  issuing  each  design  patent:  For  three  years  and  six 

29  months,  $10 ;  for  seven  years,  $20 ;  and  for  fourteen  years,  $30. 

30  "(4)  On  filing  each  application  for  the  reissue  of  a  patent,  $65; 

31  in  addition,  on  filing  or  on  presentation  at  any  other  time,  $10 

32  for  each  claim  in  independent  form  which  is  in  excess  of  the 

33  number  of  independent  claims  of  the  original  patent,  and  $2  for 

34  each  claim  (whether  independent  or  dependent)  which  is  in  excess 

35  of  ten  and  also  in  excess  of  the  number  of  claims  of  the  original 

36  patent.  Errors  in  payment  of  the  additional  fees  may  be  rectified 

37  in  accordance  with  regulations  of  the  Commissioner. 

38  "(5)  On  filing  each  disclaimer,  $15. 


137 


10 

1  "  (6)  On  appeal  under  section  134  of  this  title,  for  the  first  time 

2  from  the  examiner  to  the  Board  of  Appeals,  $50;  in  addition,  on 

3  filing  a  brief  in  support  of  such  appeal,  $50. 

4  "(7)  On  filing  each  petition  for  the  revivial  of  an  abandoned 

5  application  for  a  patent  or  for  the  delayed  payment  of  the  fee 

6  for  issuing  each  jmtent,  $15. 

7  "(8)  For  certificate  under  section  255  or  under  section  256  of 

8  this  title,  $15. 

9  "(9)  As  available:  For  uncertified  copies  of  specifications  and 

10  drawings  of  patents  (except  design  patents),  50  cents  per  copy; 

1 1  for  design  patents,  20  cents  per  copy ;  the  Conmiissioner  may  estab- 

12  lish  a  charge  not  to  exceed  $1  per  copy  for  patents  in  excess  of 

13  twenty-five  pages  of  drawings  and  specifications  and  for  plant 

14  patents  in  color;  special  rates  for  libraries  specified  in  section  13 

15  of  this  title,  $50  for  patents  issued  in  one  year.  The  Commissioner 

16  may,  without  charge,  provide  applicants  with  copies  of  specifica- 

17  tions  and  drawings  of  patents  when  referred  to  in  a  notice  under 

18  section  132. 

19  "(10)  For  recording  every  assignment,  agreement,  or  other 

20  paper  relating  to  the  property  in  a  patent  or  application,  $20 ; 

21  where  the  document  relates  to  more  than  one  patent  or  application, 

22  $3  for  each  additional  item. 

23  "(11)   For  each  certificate,  $1. 

24  "(12)  For  publishing  a  pending  application  imier,  section  123 

25  of  this  title,  $100;  in  addition,  $10  for  each  page  (or  portion 

26  thereof)   of  specification  as  printed,  and  $2  for  each  sheet  of 

27  drawing. 

28  "(b)  The  Commissioner  may  reduce  the  fees  under  subsection  (a) 

29  (2)  of  this  section  up  to  50  per  centum  upon  the  condition  that  an 

30  additional  copy  of  the  specification  is  submitted  in  machine  readable 

31  form  in  accordance  with  regulations  established  by  the  Commissioner. 

32  "  (c)  The  Commissioner  may  establish  charges  for  copies  of  records, 

33  publications,  or  services  furnished  by  the  Patent  Office,  not  specified 

34  above. 

35  "(d)  The  fees  prescribed  by  or  under  this  section  shall  apply  to  any 

36  other  Government  department  or  agency,  or  officer  thereof,  except  that 

37  the  Commissioner  may  waive  the  payment  of  any  fee  for  services  or 

38  materials  in  cases  of  occasional  or  incidental  requests  by  a  Government 

39  department  or  agency,  or  officer  thereof. 

40  "(e)  The  Patent  Office  shall  recover  by  fees  not  less  than  65  per 
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1  centum  of  the  costs  of  operation  of  the  Patent  Office.  When  such 

2  recovery  consistently  falls  below  this  percentage,  the  Commissioner 

3  shall  transmit  to  the  Congress  his  recommendations  for  an  adjustment 

4  of  the  fee  schedule. 

5  "§42.  Payment  of  patent  fees;  return  of  excess  a'      ' 

fi  "All  fees  shall  be  paid  to  the  Com    'ssioner,  who  shall  deposit  the 

7  same  in  the  Treasury  of  the  United  States  in  such  manner  as  the  Sec- 

8  retary  of  the  Treasury  directs,  and  the  Commissioner  may  refund  any 

9  sum  paid  by  mistake  or  in  excess  of  the  fee  required. 

10  "PART  II— PATENTABILITY  OF  INVENTIONS 

11  AND  GRANT  OF  PATENTS 

"Cbapteb  Sec. 

"10.  Patentability  of  Inventions 100 

"11.  Application  fob  Patent 111 

"12.  Btamination  of  Applications 131 

"13.  Review  of  Patent  Office  Decisions 141 

"14.  Issue  of  Patent 151 

"15.  Plant   Patents 161 

"16.  Designs    171 

"17.  Secrecy  of  Certain  Inventions  and  Filing  Applications  in  Fobeign 

Countries  181 

"18.  Reexamination  Aftbx  Issue:  Contestej)  Proce2:dings 191 

12  "Chapter  10.— PATENTABILITY  OF  INVENTIONS 

"Sec. 

"100.  Definitions. 

"101.  Right  to  patent :  inventions  patentable. 

"102.  Conditions  for  patentability  ;  novelty  and  loss  of  right  to  patent. 

"103.  Conditions  for  patentability  ;  nonobvious  subject  matter. 

"104.  Inventions  made  aJbroad. 

13  "§  100.  Definitions 

14  "When  used  in  this  title  unless  the  context  otherwise  indicates — 

15  "(a)  The  term  'invention'  means  invention  or  discovery. 

16  "(b)  The  term  'process'  means  process,  art  or  method  and  includes 

17  a  new  use  of  a  known  process,  machine,  manufacture,  composition  of 

18  matter,  or  material. 

19  "(c)  The  terms  'United  States'  and  this  country'  mean  the  United 

20  States  of  .America,  its  territories,  and  possessions,  .and  the  Common- 

21  wealth  of  Puerto  Rico. 

22  "(d)  The  term  'applicant'  means  any  person  who  owns  an  appli- 

23  cation  for  a  patent,  as  provided  in  this  title. 

24  "(e)  The  term  'patentee'  includes  not  only  the  person  to  whom  the 

25  patent  was  issued  but  also  the  successors  in  title  to  such  person. 

26  "(f)  The  term  'actual  filing  date  in  the  United  States'  includes  the 

27  filing  date  to  which  an  application  or  patent,  or  the  subject  matter 

28  of  any  claim  thereof,  may  be  entitled  under  the  provisions  of  section 

29  120  of  this  title  (and  excludes  any  date  under  section  119  of  this  title) . 
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1  An  application  or  the  resiilting  patent  may  contain  separate  claims 

2  for  subject  matter  having  different  actual  filing  dates  in  the  United 

3  States  by  virtue  of  the  provisions  of  section  120  of  this  title  or  may 

4  contain  claims  entitled  to  the  benefit  of  a  prior  date  under  the  provi- 

5  sions  of  section  119  of  this  title,  in  addition  to  claims  not  so  entitled. 

6  "(g)  The  term  'useful'  shall  include,  but  shall  not  be  limited  to, 

7  utility  in  agriculture,  commerce,  industry,  or  research. 

8  "§  lOL  Right  to  patent;  inventions  patentable 

9  "Whoever  invents  or  discovers  any  new  and  useful  process,  machine, 

10  manufacture,  or  composition  of  matter,  or  any  new  and  useful  im- 

11  provement  thereof,  or  his  successor  in  title,  may  obtain  a  patent  there- 

12  for,  subject  to  the  conditions  and  requirements  of  this  title. 

13  "§  102.  Conditions  for  patentability;  novelty  and  loss  of  right  to 

14  patent 

15  "An  applicant  shall  be  entitled  to  a  patent  on  the  invention  defined 

16  ill  each  claim  of  his  application  upon  establishing  by  a  preponderance 

17  of  proof  that  the  invention  meets  the  conditions  for  patentability.  A 

18  patent  may  not  be  obtained  if : 

19  (a)  The  applicant  or  any  of  his  predecessors  in  title  has  aban- 

20  doned  the  invention ;  or 

21  (b)  The  invention  was  first  patented  or  caused  to  be  patented 

22  by  tlie  inventor  or  his  legal  representative  or  assign,  or  his  pred- 

23  ecessors  in  title,  in  a  foreign  country  before  the  actual  filing 

24  date  in  the  United  States  of  his  application,  on  an  application  in 

25  such  foreign  country  filed  more  than  twelve  months  before  such 

26  actual  filing  date  in  the  United  States,  or  described  prior  to  such 

27  actual  filing  date  in  the  official  publication  of  such  foreign  ap- 

28  plication  in  the  country  where  filed;  or 

29  (c)   The  inventor  did  not  himself  invent  the  subject  matter 

30  sought  to  be  patented,  but  derived  it  from  another ;  or 

31  (d)  The  invention  is  identically  disclosed  or  described  in  any 

32  of  the  following  prior  art : 

33  (1)  A  patent  or  publication  in  this  or  a  foreign  country 

34  reasonably  available  to  the  public  of  the  United  States  in 

35  printed  or  other  tangible  form  before  the  invention  was  made 

36  by  the  inventor,  or  more  than  one  year  before  the  actual  filing 

37  date  in  the  United  States  of  the  application;  or 

38  (2)  A  published  United  States  patent  application  or  United 

39  States  patent  of  another  which  has  an  actual  filing  date  in 
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1  the  United  States  before  the  invention  was  made  by  the  in- 

2  ventor  named  in  the  application;  or 

8  (3)  Subject  matter  made  known  to  persons  in  the  art  to 

4  which  it  pertains,  or  used  by  others,  in  this  country  before 

5  the  invention  was  made  by  the  inventor  named  in  the  appli- 
5  cation;  or 

7  (4)  Subject  matter  on  sale  or  in  public  use  in  this  coimtry 

g  more  than  one  year  before  the  actual  filing  date  in  the  United 

9  States  of  the  application;  or 

10  (5)  An  invention  made  in  this  country  by  another  before 

11  the  invention  was  made  by  the  inventor,  provided  the  other 

12  had  not  abandoned  his  invention.  In  determining  priority, 

13  there  shall  be  considered  not  only  the  respective  dates  of 

14  conception  and  reduction  to  practice  of  the  invention,  but 

15  also  the  reasonable  diligence  of  one  who  was  first  to  conceive 
10  and  last  to  reduce  to  practice,  from  a  time  before  conception 

17  by  the  other  until  his  own  reduction  to  practice.  One  year  of 

18  inactivity  with  respect  to  the  invention  shall  prima  facie  con- 

19  stitute  abandonment. 

20  "§  103.  Conditions  for  patentability;  nonobvious  subject  matter 

21  "A  patent  may  not  be  obtained  though  the  invention  is  not  iden- 

22  tically  disclosed  or  described  in  the  prior  art  as  set  forth  in  section 

23  102  of  this  title,  if  the  differences  between  the  subject  matter  sought 

24  to  be  patented  and  such  prior  art  are  such  that  the  subject  matter  as 
26  1  a  whole  was  obvious  from  such  prior  art  to  a  person  having  ordinary 

26  skill  in  the  art  to  which  said  subject  matter  pertains.  Patentability 

27  shall  not  be  negatived  by  the  manner  in  which  the  invention  was  made, 

28  nor  because  the  invention  has  simplicity  or  is  the  last  step  in  an  evolu- 

29  '  tionary  development,  nor  because  it  is  not  revolutionary,  basic,  scien- 

30  tific  or  technical  in  character.  Claims  for  a  new  combination  or  as- 

31  semblage  of  known  mechanical  or  other  elements  shall  be  subjected 

32  to  the  same  standard  of  patentability  as  is  applied  to  claims  for 
38  other  types  of  subject  matter. 

34  "§  104.  Inventions  made  abroad 

36  "In  proceedings  in  the  Patent  OflSce  and  in  the  courts,  an  applicant 

36  for  a  patent,  or  a  patentee,  may  not  establish  a  date  of  invention  by 

37  reference  to  knowledge  or  use  thereof,  or  other  activity  with  respect 

38  thereto,  in  a  foreign  country,  except  as  provided  in  section  119  of 
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1  this  title.  Where  an  invention  was  made  by  a  person,  civil  or  military, 

2  while  domiciled  in  the  United  States  and  serving  in  a  foreign  country 

3  in  connection  with  operations  by  or  on  behalf  of  the  United  States, 

4  he  shall  be  entitled  to  the  same  rights  of  priority  with  respect  to 

5  such  invention  as  if  the  same  had  been  made  in  the  United  States. 

6  "Chapter  11.— APPLICATION  FOR  PATENT 

"Sec. 

"111.  Applieation  for  patent. 

"112.  Specification. 

"113.  Drawings. 

"114.  Models,  specimens. 

"115.  Oath  of  applicant. 

"116.  Joint  inventors. 

"117.  Death  or  incapacity  of  inventor. 

"119.  Benefit  of  earlier  filing  date  in  foreign  country ;  right  of  priority. 

"120.  Benefit  of  eariier  filing  date  in  the  United  States. 

"121.  Divisional  applications. 

"122.  Confidential  status  of  applications. 

"123.  Publication. 

7  "§  111.  Application  for  patent 

8  "(a)  An  application  for  patent  may  be  filed  by  either  the  inventor 

9  or  the  owner  of  the  invention  sought  to  be  patented.  The  application 

10  shall  be  made  in  writing  to  the  Commissioner,  shall  be  signed  by  the 

11  applicant  and  include  the  name  of  each  person  believed  to  have  made 

12  an  inventive  contribution,  and  shall  be  accompanied  by  the  prescribed 

13  fee.  An  application  filed  by  a  person  not  the  inventor  shall  include,  at 

14  the  time  of  filing,  a  statement  of  the  facts  supporting  the  allegation  of 

15  ownership  of  the  invention. 

16  "(b)  An  application  for  patent  shall  include — 

17  "(1)  a  specification  as  prescribed  by  section  112  of  this  chapter; 

18  and 

19  "(2)  a  drawing  as  prescribed  by  section  113  of  this  chapt«r. 

20  "(c)  For  purposes  of  filing  a  patent  application  and  securing  a 

21  filing  date,  an  application  may  be  signed  by  an  agent  of  the  applicant 

22  provided  that  the  agent  is  authorized  or  provided  that  the  application 

23  is  ratified  by  the  signature  of  the  applicant  within  six  months  after 

24  filing.  Failure  of  the  applicant  to  ratify  such  application  within  six 
26  months  after  the  filing  of  the  application  shall  result  in  abandonment 

26  of  the  application. 

27  "(d)  When  the  application  is  signed  by  the  owner  or  his  agent,  the 

28  owner,  within  thirty  days  after  filing  an  application  for  patent,  shall 

29  serve  a  copy  of  the  application  on  the  inventor  along  with  a  state- 

30  ment  calling  the  inventor's  attention  to  the  provisions  of  subsection 

31  (e)  of  this  section.  Service  may  be  effected  by  mailing  a  copy  of  the 
33  application  and  statement,  by  first-class  mail,  to  the  last  known  ad- 
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1  dress  of  the  inventor.  Failure  to  serve  a  copy  of  the  application  and 

2  statement  on  the  inventor  within  thirty  days  shall  result  in  abandon- 

3  ment  of  the  application.  The  Commissioner  may  by  regulation  re- 

4  quire  proof  of  such  service,  and  may  extend  the  thirty-day  period  or 

5  waive  the  requirement  for  service  upon  a  showing  of  sufficient  cause. 

6  "(e)  An  inventor,  within  a  time  prescribed  by  the  Commissioner, 

7  may  furnish  a  verified  written  notice  to  the  Commissioner  alleging 

8  that  the  applicant  is  not  the  owner  of  the  invention  as  required  by 

9  subsection  (a)  of  this  section.  The  Commissioner,  in  accordance  with 

10  such  regulations  as  he  establishes  and  on  compliance  with  the  require- 

11  ments  of  this  title,  shall  issue  a  patent  to  the  inventor  filing  such 

12  written  notice,  without  prejudice  to  later  judicial  proceedings,  unless 

13  the  notice  is  withdrawn  by  the  inventor  or  the  applicant  records  in 

14  the  Patent  Office  an  assignment  by  the  inventor,  or  in  lieu  thereof, 

15  files  a  written  statement  by  the  inventor  consenting  to  the  filing  of 

16  the  application  by  and  the  issuance  of  the  patent  to  the  applicant. 

17  "  ( f )  Notice  to  the  Commissioner,  in  a  manner  prescribed  by  regu- 

18  lations,  of  a  final  decision  in  a  judicial  proceeding  in  a  court  having 

19  jurisdiction  thereof,  from  which  no  appeal  has  or  can  be  taken,  that 

20  an  applicant  is  the  owner  of  an  invention  shall  constitute  an  assign- 

21  ment  to  such  applicant  of  his  application  for  such  invention. 

22  "(g)  An  error  in  the  naming  of  an  inventor,  in  either  a  sole  or  joint 

23  application  for  patent,  without  deceptive  intent,  may  be  corrected  at 

24  any  time,  in  accordance  with  regulations  established  by  the  Commis- 

25  sioner. 

26  "§112.  Specification 

27  "(a)  The  specification  shall  contain  a  written  description  of  the 

28  invention,  and  of  the  manner  and  process  of  making  and  using  it,  in 

29  such  full,  clear,  concise,  and  exact  terms  as  to  enable  any  person  skilled 

30  in  the  art  to  which  it  pertains,  or  with  which  it  is  most  nearly  con- 

31  neoted,  to  make  and  use  the  same,  and  shall  set  forth  the  best  mode  con- 

32  templated  by  the  applicant  of  carrying  out  his  invention. 

38  "(b)  The  specification  shall  conclude  with  one  or  more  claims  par- 

34  ticularly  pointing  out  and  distinctly  claiming  the  subject  matter 

35  regarded  as  the  invention.  A  claim  may  be  written  in  independent  or 

36  dependent  form,  and  if  in  dependent  form,  it  shall  be  construed  to 

37  include  all  the  limitations  of  the  claim  incorporated  by  reference  into 

38  the  dependent  claim. 

39  "  (c)  An  element  in  a  claim  for  a  combination  may  be  expressed  as 

40  a  means  or  step  for  performing  a  specified  function  without  the  recital 
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1  of  structure,  material,  or  acts  in  support  thereof,  and  such  claim  shall 

2  be  construed  to  cov^er  the  corresponding  structure,  material,  or  acts 

3  described  in  the  specification  and  equivalents  thereof. 

4  "(d)  When  the  invention  relates  to  a  process  involving  the  action 

5  of  a  microorganism  not  already  known  and  available  to  the  public 

6  or  to  a  product  of  such  a  process,  the  written  description  required 

7  by  subsection  (a)  of  this  section  shall  be  sufficient  as  to  said  micro- 

8  organism,  if — 

9  "  ( 1 )  not  later  than  the  date  that  the  United  States  application  is 

10  filed,  an  approved  deposit  of  a  culture  of  the  microorganism  is 

11  made  by  or  on  behalf  of  the  applicant  or  his  predecessor  in  title, 

12  and 

13  "(2)  the  written  description  includes  the  name  of  the  depos- 

14  itory  and  its  designation  of  the  approved  deposit  and,  taken  as  a 

15  whole,  is  in  such  terms  as  to  enable  any  person  skilled   in  the  art 

16  to  which  the  invention  pertains  to  make  and  use  the  same. 

17  "An  approved  deposit  shall  be  a  deposit  which — 

18  "(1)  is  made  in  any  public  depository  in  the  United  States 

19  which  shall  have  been  designated  for  such  deposits  by  the  Commis- 

20  sioner  of  Patents  by  publication,  and 

21  "(2)   is  available,  except  as  otherwise  prohibited  by  law,  in 

22  accordance  with  such  regulations  as  may  be  prescribed, 

23  "  (a)  to  the  public  upon  issuance  of  a  United  States  patent 

24  to  the  applicant  or  his  predecessor  or  successor  in  title  which 

25  refers  to  such  deposit,  and 

26  "  (b)  prior  to  issuance  of  said  patent,  under  the  conditions 

27  specified  in  section  122. 

28  "  (e)   For  the  dissemination  of  information  and  other  purposes,  the 

29  Commissioner,  in  accordance  with  such  regulations  as  he  establishes, 

30  may  require  a  brief  abstract  of  all  or  part  of  the  application.  The  ab- 

31  stract  shall  not  be  used  for  interpreting  the  scope  of  any  claims  of  a 

32  patent,  nor  shall  it  affect  in  any  way  the  validity  of  the  patent. 

33  "§  113.  Drawings 

34  "When  the  nature  of  the  case  admits,  the  applicant  shall  furnish  a 

35  drawing. 

36  "§  114.  Models,  specimens 

37  "(a)   The  Conmiissioner  may  require  the  applicant  to  furnish  a 

38  model  of  convenient  size  to  exhibit  advantageously  the  several  parts 

39  of  his  invention. 

40  "(b)  When  the  invention  relates  to  a  composition  of  matter,  the 
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1  Commissioner  may  require  the  applicant  to  furnish  specimens  or 

2  ingredients  for  the  purpose  of  inspection  or  experiment. 

3  "§  115.  Oath  of  applicant 

*  "(a)  The  applicant,  if  he  is  the  inventor,  shall  make  oath  that  he 

6  believes  himself  to  be  the  original  and  first  inventor  of  the  subject 

6  matter  sought  to  be  patented  and  shall  state  of  what  country  he  is  a 

'  citizen. 

8  "(b)  The  applicant,  if  he  is  not  the  inventor,  shall  make  an  oath 

9  that  he  believes  the  named  inventor  to  be  the  original  and  first  inventor 

10  of  the  subject  mattejl'  sought  to  be  patented  and  shall  state  of  what 

11  country  the  named  inventor  is  a  citizen;  such  oath  shall  verify  the 

12  statement  of  facts  supporting  the  allegation  of  ownership  of  the 

13  invention. 

14  "(c)  The  applicant  of  an  application  filed  pursuant  to  sefetion  117 

15  of  this  title  may  make  the  oath  required  by  subsection  (b)  of  this  sec- 

16  tion,  so  varied  in  form  that  it  can  be  made  by  him. 

17  "(d)  The  oath  shall  be  submitted  not  later  than  the  time  of  pay- 

18  ment  of  the  fee  required  under  the  provisions  of  section  151(a)  of 

19  this  title. 

20  "§  116.  Joint  inventors 

21  "(a)  When  two  or  more  persons  have  made  inventive  contributions 

22  to  subject  matter  claimed  in  an  application,  they  shall  apply  for  a 

23  patent  jointly  and  each  sign  the  application  and  make  the  required 

24  oath,  or,  if  the  application  is  filed  by  some  other  person  having  the 

25  right  to  do  so,  they  shall  be  named  as  the  inventors. 

26  "(b)  In  an  application  for  patent  for  an  invention  naming  two  or 

27  more  inventors,  it  shall  not  be  necessary  for  each  person  named  as  an 

28  inventor  to  be  a  joint  inventor  of  the  invention  asserted  in  any  claim. 

29  "(c)   If  a  joint  inventor  refuses  to  join  another  inventor  in  an 

30  application  for  patent,  or  cannot  be  found  or  reached  after  diligent 

31  effort,  the  application  may,  subject  to  the  requirements  of  section  111 

32  of  this  title,  be  made  by  the  other  inventor  on  behalf  of  himself  and 

33  the  omitted  inventor.  The  Commissioner,  on  proof  of  the  pertinent 

34  facts  and  after  such  notice  to  the  omitted  inventor  as  he  prescribes, 

35  may  grant  a  patent  to  the  inventor  making  tlie  application,  subject  to 

36  the  same  rights  which  the  omitted  inventor  would  have  had  if  he  had 

37  Iw^n  joined.  The  omitted   inventor  may   subsequently   join   in  the 

38  application. 

39  "§117.  Death  or  incapacity  of  inventor 

40  "Legal  representatives  of  deceased  inventors  and  of  those  under  legal 
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1  incapacity  may  make  application  for  patent  upon  compliance  with  the 

2  requirements  and  on  the  same  terms  and  conditions  applicable  to  the 

3  inventor,  and  may  proceed  on  behalf  of  the  inventor  under  the  pro- 

4  visionsof  section  111(e)  of  this  title. 

5  "§  119.  Benefit  of  earlier  filing  date  in  foreign  country;  right  of 

6  priority 

7  "  ( a)  An  application  for  patent  for  an  invention  filed  in  this  country 

8  by  any  person  who  has,  or  whose  predecessor  or  successor  in  title  has, 

9  previously  regularly  filed  an  application  for  a  patent  for  the  same  in- 

10  vention  in  a  foreign  country  which  affords  similar  privileges  in  the 

11  case  of  applications  filed  in  the  United  States  or  to  citizens  of  the 

12  United  States,  shall  have  the  same  effect  as  the  same  application 

13  would  liave  if  filed  in  the  United  States  on  the  date  on  which  the 

14  application  for  patent  for  the  same  invention  was  first  filed  in  any 

15  such  foreign  countrj-,  if  the  application  in  this  country  is  filed  within 

16  twelve  months  from  the  earliest  date  on  which  such  foreign  applica- 

17  tion  was  filed. 

18  "(b)  No  application  shall  be  entitled  to  a  right  of  priority  under  this 

19  section  unless  a  claim  therefor  is  made  within  three  months  of  the 

20  time  of  filing  of  his  application,  and  a  certified  copy  of  the  original 

21  foreign  application,  specification  and  drawings,  upon  which  it  is 

22  based  is  filed  in  accordance  with  regulations  established  by  the  Com- 

23  missioner,  not  later  than  the  time  of  payment  of  the  fee  specified  in 

24  section  151  of  this  title.  Such  certification  shall  be  made  by  the  Patent 

25  Office  of  the  foreign  country  in  wliich  filed  and  show  the  date  of 

26  the  application  and  of  the  filing  of  the  specification  and  other  papers. 

27  The  Commissioner  may  require  translation  of  the  papers  filed  if  not 

28  in  the  English  language  and  such  other  information  as  he  deems 

29  necessary.  Sucli  claim  or  amendment  thereof  may  be  made  during 

30  examination  or  reexamination  of  application  as  provided  in  chapter 

31  12  of  this  title,  upon  an  adequate  showing  as  to  why  the  claim  was 

32  not  made  earlier. 

33  "(c)   In  like  manner  and  subject  to  the  same  conditions  and  require- 

34  ments,  the  right  provided  in  this  section  may  be  based  upon  a  subse- 

35  quent  regularly  filed  application  in  the  same  foreign  country  instead 

36  of  the  first  filed  foreign  application,  provided  that  any  foreign  appli- 

37  cation  filed  prior  to  such  subsequent  application  has  been  withdrawn, 

38  abandoned,  or  otherwise  disposed  of  without  having  been  laid  open  to 

39  public  inspection  and  without  leaving  any  rights  outstanding,  and  has 
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1  not  served,  nor  thereafter  shall  serve,  as  a  basis  for  claiming  a  right  of 

2  priority. 

3  "(d)  When  the  application  claiming  priority  under  this  section, 

4  discloses  an  invention  relating  to  a  process  involving  the  action  of  a 

5  microorganism  not  already  known  and  available  to  the  public  or  to  a 

6  product  of  such  a  process  and  an  approved  deposit  is  made  under 

7  section  112,  subsection  (d),  the  approved  deposit  shall  be  considered 

8  to  have  been  made  on  the  earliest  date  that  an  application  in  a  foreign 

9  country,  the  priority  of  which  is  being  claimed,  contains  a  reference 

10  identifying  a  deposit  of  the  same  microorganism  made  in  a  public 

11  depository. 

12  "§  120.  Benefit  of  earlier  filing  date  in  the  United  States 

13  "(a)  An  application  for  patent  for  an  invention  disclosed  in  the 

14  manner  provided  in  section  112(a)  of  this  chapter  in  an  application 
16  previously  filed  in  the  United  States  shall  have  the  same  effect,  as  to 

16  such  invention,  as  though  filed  on  the  date  of  the  prior  application  if — 

17  "(1)  it  is  filed  during  the  pendency  of  the  prior  application, 

18  that  is  'before  the  patenting  or  abandonment  of,  or  the  termination 

19  of  proceedings  in,  the  prior  application, 

20  "(2)  the  two  applications  have  the  same  applicant  or  inventor 

21  as  to  such  invention,  and 

22  "(3)  the  applicant  specifically  claims  the  benefit  of  the  date  of 

23  filing  of  the  prior  application  for  subject  matter  claimed  in  the 

24  second  application. 

26  "  (b)  In  a  series  of  applications  with  respect  to  an  invention,  each  of 

26  which  is  entitled  to  the  benefit  of  the  filing  date  of  the  inunediately 

27  preceding  application  in  the  series  in  accordance  with  the  provisions 

28  of  subsection  (a)  of  this  section,  the  last  application  in  the  series  shall 

29  be  entitled  to  the  benefit  of  the  filing  date  of  the  earliest  application  in 

30  the  series  for  which  a  claim  is  made,  even  though  any  application  in 

31  the  series  may  be  copending  only  with  the  immediately  preceding 

32  application. 

33  "  (c)  An  applicant  must  claim  the  benefit  of  the  filing  date  of  the 

34  earliest  application  on  which  he  intends  to  rely  in  a  later  filed  applica- 

35  tion  within  three  months  of  tlie  time  of  filing  such  lat<'r  application,  or 

36  during  examination  or  reexamination  of  such  application  as  provided 

37  in  chapter  12  of  this  title  upon  an  adequate  showing  why  the  claim 

38  was  not  made  earlier.  In  a  series,  eadh  application  must  claim  the 
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1  benefit  of  the  immediately  preceding  application  in  accordance  with 

2  the  provisions  herein. 

3  "(d)  The  Commissioner  may  by  regulation  dispense  with  signing 

4  and  execution  in  the  case  of  an  application  directed  solely  to  subject 

5  matter  described  and  claimed  in  the  prior  application. 

6  "§  121.  Divisional  applications 

7  "(a)  If  two  or  more  inventions  are  claimed  in  one  application,  the 

8  Commissioner  may  require  the  application  to  be  restricted  to  one  of 

9  them.  The  Commissioner  shall  not  require  the  further  restriction  of 

10  any  application  previously  restricted  under  the  provisions  of  this 

11  section,  or  of  any  application  filed  as  a  result  of  a  requirement  for 

12  restriction  under  this  section,  unless  such  subsequent  requirement 

13  arises  as  a  result  of  changes  in  the  claimed  subject  matter. 

14  "(b)  The  validity  of  a  patent  may  not  be  questioned  for  failure  of 

15  the  Commissioner  to  require  the  application  to  be  restricted  under 

16  subsection  (a)  of  this  section,  nor  may  the  validity  of  either  of  two  or 

17  more  patents  resulting  from  and  in  accordance  with  a  requirement 

18  under  said  subsection  (a)  be  questioned  solely  because  of  the  existence 

19  of  several  patents,  if  the  subsequent  application  is  filed  in  accordance 

20  with  the  provisions  of  section  120  of  this  chapter. 

21  "§  122.  Confidential  status  of  applications 

22  "Applications  for  patents  shall  be  kept  in  confidence  by  the  Patent 

23  Office  and  no  information  concerning  the  same  given  without  authority 

24  of  the  applicant  unless  necessary  to  carry  out  the  provisions  of  any 

25  Act  of  Congress  or  in  such  special  circumstances  as  may  be  deter- 

26  mined  by  the  Commissioner. 

27  "§123.  Publication 

28  "The  Commissioner  may  establish  regulations  for  the  publication 

29  of  pending  applications  at  the  request  of  applicants  and  shall  publish 

30  applications  in  accordance  therewith. 

31  "Chapter  12.— EXAMINATION  OF  APPLICATION 

"Sec. 

"131.  Examination  of  application. 

"132.  Notice  of  rejection;  reexamination. 

"133.  Time  for  prosecuting  application. 

"134  Appeal  to  the  Board  of  Appeals. 

32  "§  131.  Examination  of  application 

33  "(a)  The  Commissioner  shall  cause  an  examination  to  be  made  of 

34  the  application  and  the  alleged  new  invention ;  and  if  on  such  examina- 

35  tion  it  is  determined  that  the  applicant  is  entitled  to  a  patent  under 

36  the  law,  the  Commissioner  shall  issue  a  patent  therefor  as  hereinafter 

37  provided. 
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1  "(b)  The  Commissioner  shall  issue  such  regulations,  consistent  with 

2  the  provisions  of  this  title,  as  are  necessary  for  the  efficient  and  expedi- 

3  tious  examination  of  applications  so  as  to  normally  dispose  of  ap- 

4  plications  within  18  months  of  their  filing  date. 

5  "(c)  The  Commissioner  may  require  applicants,  within  such  time 

6  as  he  may  prescribe  by  regulation,  to  submit  copies  of  or  cite,  any 

7  relevant  patents,  publications  and  other  prior  art  which  the  applicant 

8  has  specifically  considered  in  preparing  his  application  for  patent, 

9  together  with  an  explanation  as  to  why  the  claims  in  such  applica- 

10  tion  are  patentable  over  such  prior  art,  or,  if  no  specific  relevant 

11  prior  art  was  considered,  a  statement  to  that  eflFect  and  an  explana- 

12  tion  as  to  why  the  claims  in  such  application  are  believed  to  be 

13  patentable.  An  inadvertent  failure  to  comply  with  the  provisions  of 

14  this  section  shall  not  constitute  a  ground  for  holding  a  patent  invalid 

15  or  unenforceable,  or  subject  the  patentee  to  a  charge  of  misuse. 

16  "(d)  The  granting  of  a  patent  shall  not  be  refused  solely  on  the 

17  ground  that  if  it  occurred  there  would  then  exist  more  than  one  patent 

18  for  the  same  invention  where  the  parents  will  expire  on  the  same  date 

19  as  a  result  of  filing  on  the  game  date  or  as  the  result  of  a  terminal  dis- 

20  claimer  pursuant  to  section  253  of  this  title  so  long  as  the  right  to  sue 

21  for  infringement  of  said  patents  is  in  the  same  legal  entity. 

22  "§  132.  Notice  of  rejection ;  reexamination 

23  "Whenever,  on  examination,  any  claim  of  an  application  is  rejected, 

24  or  any  objection  or  requirement  made,  the  Commissioner  shall  notify 

25  the  applicant  thereof,  stating  the  reasons  therefor,  together  with  such 

26  information  and  references  as  may  be  useful  in  judging  the  propriety 

27  of  continuing  the  prosecution  of  the  application ;  and  if  after  receiving 

28  such  notice,  the  applicant  requests  reexamination,  with  or  without 

29  amendment,  the  application  shall  be  reexamined.  No  amendment  shall 

30  introduce  new  matter  into  the  disclosure  of  the  invention. 

31  "§  133.  Time  for  prosecuting  application 

32  "Upon  failure  of  the  applicant  to  prosecute  the  application  within 

33  six  months  after  any  action  therein,  of  which  notice  has  been  given  or 

34  mailed  to  the  applicant,  or  within  such  shorter  time,  not  less  than 

35  one  month,  as  fixed  by  the  Commissioner  in  such  action,  the  applica- 

36  tion  shall  be  regarded  as  abandoned  by  the  parties  thereto,  unless  it  be 

37  shown  to  the  satisfaction  of  the  Commissioner  that  such  delay  was 

38  unavoidable. 

39  «§  134.  Appeal  to  the  Board  of  Appeals 

40  "An  applicant  for  a  patent,  any  of  whose  claims  has  been  finally  or 
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1  twice  rejected,  may  appeal  from  the  decision  of  the  primary  examiner 

2  to  the  Board  of  Appeals,  having  once  paid  the  fee  for  such  appeal. 

3  "Chapter  13.— REVIEW  OF  PATENT  OFFICE  DECISIONS 

"Sec. 

"141.  Appeal  to  Court  of  Customs  and  Patent  Appeals. 

"142.  Notice  of  appeal. 

"143.  Proceedings  on  appeal. 

"144.  Decision  on  appeal. 

"145.  Civil  action. 

"148.  Presumption  of  correctness. 

4  "§  141.  Appeal  to  Court  of  Customs  and  Patent  Appeals 

5  "(a)  An  applicant,  or  his  successor  in  title,  or  a  patentee,  dissatis- 

6  fied  with  the  decision  of  the  Board  of  Appeals  under  section  134  of 

7  191  of  this  title  may  appeal  to  the  United  States  Court  of  Customs 

8  and  Patent  Appeals  thereby  waiving  his  right  to  proceed  under  section 

9  145  of  this  chapter. 

10  "(b)  A  party  to  a  proceeding  under  section  192  or  193  of  this  title 

11  dissatisfied  with  the  decision  of  the  Board  of  Appeals  may  appeal  to 

12  the  United  States  Court  of  Customs  and  Patent  Appeals. 

13  "§  142.  Notice  of  appeal 

14  "When  an  appeal  is  taken  to  the  United  States  Court  of  Customs 

15  and  Patent  Appeals,  the  appellant  shall  file  in  the  Patent  Office  a 

16  written  notice  of  appeal  directed  to  the  Commissioner,  within  such 

17  time  after  the  date  of  the  decision  appealed  from,  not  less  than  sixty 

18  days,  as  the  Commissioner  appoints. 

19  "§  143.  Proceedings  on  appeal 

20  "The  Commissioner  shall  transmit  to  the  United  States  Court  of 

21  Customs  and  Patent  Appeals  certified  copies  of  all  the  necessary 

22  papers  and  evidence  in  the  case  designated  by  the  appellant  and  any 

23  additional  such  papers  and  evidence  designated  by  the  Commissioner 

24  or  another  party.  The  Commissioner  in  an  ex  parte  case  may  appear  in 

25  court  by  his  representative  and  present  the  position  of  the  Patent 

26  Office.  The  court  shall,  before  hearing  an  appeal,  give  notice  of  the 

27  time  and  place  of  the  hearing  to  the  Commissioner  and  the  parties 

28  thereto. 

29  "§  144.  Decision  on  appeal 

30  "The  United  States  Court  of  Customs  and  Patent  Appeals  shall 

31  review  the  decision  appealed  from  on  the  evidence  produced  before  tlie 

32  Patent  Office  and  transmitted  to  the  court  under  the  provisions  of 

33  section  143  of  this  chapter.  Upon  its  determination  the  court  shall 

34  return  to  the  Commissioner  a  certificate  of  its  proceedings  and  decision, 
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1  which  shall  be  entered  of  record  in  the  Patent  Office  and  govern  the 

2  further  proceedings  in  the  case. 

3  «§  145.  Civil  action 

4  "An  applicant,  or  a  patentee,  if  dissatisfied  with  the  decision  of 

5  the  Board  of  Appeals  under  section  134  or  191  of  this  title  may,  unless 

6  appeal  lias  been  taken  to  the  United  States  Court  of  Customs  and 

7  Patent  Appeals,  have  remedy  by  civil  action  against  the  Commissioner 

8  in  tlie  United  States  District  Court  for  the  District  of  Columbia.  Such 

9  action  shall  be  commenced  within  such  time  after  such  decision,  not 

10  less  than  sixty  days,  as  the  Commissioner  appoints.  The  court  may,  in 

11  the  case  of  review  of  a  decision  refusing  a  pwitent  or  any  claim,  ad- 

12  judge  that  such  applicant  is  entitled  to  receive  a  patent  for  his  inven- 

13  tion,  as  specified  in  any  of  his  claims  involved  in  the  decision  of  the 

14  Board  of  Appeals,  as  the  facts  in  the  case  may  appear  and  such  adjudi- 

15  cation  shall  authorize  the  Conmiissioner  to  issue  such  patent  on  com- 

16  pliance  with  the  requirements  of  law.  All  the  expenses  of  the  proceed- 

17  ing  under  this  section  shall  be  paid  by  the  applicant. 

18  "§  148.  Presumption  of  correctness 

19  "In  any  appeal  or  proceeding  under  this  chapter,  the  Patent  Office 

20  decision  shall  be  given  a  presumption  of  correctness. 

21  "Chapter  14.— ISSUE  OF  PATENT 

••Sec. 

"151.  Issue  of  patent. 

"153.  How  issued. 

"154.  Contents  and  term  of  patent. 

"155.  Patents  granted  on  review. 

22  «§  151.  Issue  of  patent 

23  "(a)  If  it  is  determined  that  an  applicant  is  entitled  to  a  patent 

24  under  the  law,  a  written  notice  of  allowance  of  the  application  shall 

25  be  given  or  mailed  to  the  applicant.  The  notice  shall  specify  a  sum, 

26  constituting  the  issue  fee  or  a  portion  thereof,  which  shall  be  paid 

27  within  three  months  thereafter. 

28  "(b)  Upon  payment  of  this  sum  the  patent  shall  issue,  but  if  pay- 

29  ment  is  not  timely  made,  the  application  shall  be   regarded  as 

30  abandoned. 

31  "(c)  Any  remaining  balance  of  the  issue  fee  shall  be  paid  within 

32  three  months  from  the  sending  of  a  notice  thereof  and,  if  not  paid, 

33  the  patent  shall  lapse  at  the  termination  of  the  three-month  period.  In 

34  calculating  the  amount  of  a  remaining  balance,  charges  for  a  page  or 

35  less  may  be  disregarded. 

36  "(d)  If  any  payment  required  by  this  section  is  not  timely  made, 
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1  but  is  submitted  with  the  fee  for  delayed  payment  and  the  late  pay- 

2  ment  is  shown  to  have  been  unavoidable,  it  may  be  accepted  by  the 

3  Commissioner  as  though  no  abandonment  or  lapse  had  ever  occurred. 

4  "§  153.  How  issued 

5  "Patents  shall  be  issued  in  the  name  of  the  United  States  of  America, 

6  under  the  seal  of  the  Patent  Office,  and  shall  be  signed  by  the  Commis- 

7  sioner  or  have  his  signature  placed  thereon,  and  shall  be  recorded  in 

8  the  Patent  Office. 

9  "§  154.  Contents  and  term  of  patent 

10  "(a)  Every  patent  shall  contain  a  grant  to  the  applicant,  his  heirs 

11  or  assigns,  or,  as  provided  in  section  111(e)  of  this  title,  to  the  inventor, 

12  his  heirs  or  assigns  of  tlie  right,  during  the  term  of  the  patent  to 

13  exclude  others  from  making,  using,  or  selling  the  invention  through- 

14  out  the  United  States,  referring  to  the  specification  for  the  particulars 

15  thereof.  A  copy  of  the  specification  and  drawings  shall  be  annexed  to 

16  the  patent  and  be  a  part  thereof. 

17  "(b)  The  term  of  a  patent  shall  expire  twenty  years  from  the  date 

18  of  filing  the  application  in  the  United  States  or,  if  the  benefit  of  the 

19  filing  date  in  the  United  States  of  a  prior  application  is  claimed,  froin 

20  the  earliest  such  prior  date  claimed.  In  determining  the  term  of  the 

21  patent,  the  date  of  filing  any  application  in  a  foreign  country  which 

22  may  be  claimed  by  the  applicant  shall  not  be  taken  into  consideration. 

23  "(c)   The  term  of  a  patent  whose  issuance  has  been  delayed  by 

24  reason  of  the  application  having  been  ordered  kept  secret  under  section 

25  181  of  this  title  shall  be  extended  for  a  period  equal  to  the  delay  in 

26  issuance  of  the  patent  after  the  notice  of  allowability  referred  to  in 

27  section  183  of  this  title. 

28  "§  155u  Patents  granted  on  review 

29  "An  applicant  for  patent  may,  after  seeking  review  under  section 

30  141  or  145  of  this  title,  request  the  issuance  of  a  patent  for  claims 


31  standing  allowed  in  the  application.  Upon  payment  of  the  prescribed 

32  fee,  issuance  of  such  patent  shall  occur  in  accordance  with  this  chapter. 

33  As  to  claims  which  stand  allowed,  the  patent  shall  have  the  force  and 

34  efiPect  specified  in  section  1 54  of  this  chapter.  Each  claim  in  the  applica- 

35  tion  not  standing  allowed  shall  be  identified  as  such,  and  shall  not  have 

36  any  force  and  effect,  except  as  provided  in  section  257  of  this  title. 

37  "Chapter  15.— PLANT  PATENTS 

"Sec. 

"161.  Patents  for  plants. 

"162.  Description,  claim. 

"163.  Grant. 

"164.  Assistance  of  Department  of  Agriculture. 
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1  "§  161.  Patents  for  plants 

2  "(a)  Whoever  invents  or  discovers  and  asexually  reproduces  any 

3  distinct  and  new  variety  of  plant  including  cultivated  sports,  mutants, 

4  hybrids,  and  newly  found  seedlings,  other  than  a  tuber  propagated 

5  plant  or  a  plant  found  in  an  uncultivated  state,  may  obtain  a  patent 

6  therefor,  subject  to  the  conditions  and  requirements  of  this  title. 

7  "(b)  The  provisions  of  this  title  relating  to  patents  for  inventions 

8  shall  apply  to  patents  for  plants,  except  as  otherwise  provided. 

9  "§  162.  Description,  claim 

10  "No  plant  patent  shall  be  declared  invalid  for  noncompliance  with 

11  section  112  of  this  title  if  the  description  is  as  complete  as  is  reasonably 

12  possible. 

13  "The  claim  in  the  specification  shall  be  in  formal  terms  to  the  plant 

14  shown  and  described. 

15  «§  163.  Grant 

16  "In  the  case  of  a  plant  patent  the  grant  shall  be  of  the  right  to  ex- 

17  elude  others  from  asexually  reproducing  the  plant  or  selling  or  using 

18  the  plant  so  reproduced. 

19  "§  164.  Assistance  of  Department  of  Agriculture 

20  "The  President  may  by  Executive  order  direct  the  Secretary  of 

21  Agriculture,  in  accordance  witli  the  request  of  the  Commissioner,  for 

22  the  purpose  of  carrying  into  effect  the  provisions  of  this  title  with 

23  respect  to  plants  (1)  to  furnish  available  information  of  the  Depart- 

24  ment  of  Agriculture,  (2)  to  conduct  through  the  appropriate  bureau 

25  or  division  of  the  Department  research  upon  special  problems,  or  (3) 

26  to  detail  to  the  Commissioner  officers  and  employees  of  the  Department. 
^  "Chapter  16.— DESIGNS 

"Sec. 

"171.  Patents  for  designs. 
"172.  Right  of  priority. 
"173.  Term  of  design  patent. 

28  "§  171.  Patents  for  designs 

29  "  (a)  Wlioever  invents  any  new,  original,  and  ornamental  design  for 

30  an  article  of  manufacture  may  obtain  a  patent  therefor,  subject  to  the 

31  conditions  and  requirements  of  this  title. 

32  "(b)  The  provisions  of  this  title  relating  to  patents  for  inventions 

33  shall  apply  to  patents  for  designs,  except  as  otherwise  provided. 

34  "§  172.  Right  of  priority 

35  "The  right  of  priority  provided  for  by  section  119  of  this  title  and 

36  the  time  specified  in  section  102(d)  of  this  title  shall  be  six  months  in 

37  the  case  of  designs.  Applications  for  design  registrations  and  such  reg- 
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1  istrations  in  foreign  countries  shall  have  the  same  effect  as  applications 

2  for  design  patents  and  design  patents  for  the  purpose  of  section  102  ( d ) 

3  and  119  of  this  title. 

4  "§  173.  Term  of  design  patent 

6  "Patents  for  designs  may  be  granted  for  the  term  of  three  years  and 

6  six  months,  or  for  seven  years,  or  for  fourteen  years,  from  the  date  of 

7  issue,  as  the  applicant,  in  his  application,  elects. 

8  "Chapter  17.— SECRECY  OF  CERTAIN  INVENTIONS  AND 

9  FILING  APPUCATIONS  IN  FOREIGN  COUNTRIES 

"Sec. 

"181.  Secrecy  of  certain  inventions  and  withholding  of- patent. 

"182.  Abandonment  of  invention  for  unauthorized  disclosure. 

"183.  Right  of  compensation. 

"184.  Filing  of  application  in  foreign  country. 

"185.  Patent  barred  for  filing  without  license. 

"186.  Penalty. 

"187.  NonapplleabiLity  to  certain  persons. 

"188.  Rules  and  regulations,  delegation  of  power. 

10  "§  181.  Secrecy  of  certain  inventions  and  withholding  of  patent 

11  "(a)  Whenever  publication  or  disclosure  of  an  invention  in  which 

12  the  Government  has  a  property  interest  might,  in  the  opinion  of  the 

13  head  of  an  interested  Government  agency,  be  detrimental  to  the 

14  national  security,  the  Commissioner  upon  being  so  notified  shall  order 

15  that  the  invention  be  kept  secret  and  shall  withhold  publication  thereof 

16  and  the  grant  of  a  patent  under  the  conditions  set  forth  hereinafter. 

17  "(b)    Whenever   the   publication   or   disclosure   of   an   invention 

18  described  in  an  application  in  which  the  Government  does  not  have  a 

19  property  interest,  might,  in  the  opinion  of  the  Commissioner,  be  detri- 

20  mental  to  the  national  security,  the  Commissioner  shall  make  the  appli- 

21  cation  for  patent  in  which  such  invention  is  disclosed  available  for 

22  inspection  to   the   Atomic   Energy   Commisgion,   the   Secretary   of 

23  Defense,  and  the  chief  officer  of  any  other  department  or  agency  of 

24  the  Government  designated  by  the  President  as  a  defense  agency  of 
26  the  United  States. 

26  "  (c)  Each  individual  to  whom  the  application  is  disclosed  shall  sign 

27  a  dated  acknowledgment  thereof,  which  acknowledgment  shall  be 

28  entered  in  the  file  of  the  application.  If,  in  the  opinion  of  the  Atomic 

29  Energy  Commission,  the  Secretary  of  Defense,  or  the  chief  officer 

30  of  another  department  or  agency  so  designated,  the  publication  or 

31  disclosure  of  the  invention  would  be  detrimental  to  the  national 

32  security,  the  Atomic  Energy  Commission,  the  Secretary  of  Defense, 

33  or  such  other  chief  officer  shall  notify  the  Commissioner  and  the  Com- 

34  missioner  shall  order  that  the  invention  be  kept  secret  and  shall  with- 
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1  hold  publication  and  the  grant  of  a  patent  for  such  period  as  the 

2  national  interest  requires,  and  notify  the  applicant  thereof.  Upon 

3  proper  showing  by  the  head  of  the  department  or  agency  which  caused 

4  the  secrecy  order  to  be  issued  that  the  examination  of  the  application 

5  might  jeopardize  the  national  interest,  the  Commissioner  shall  there- 

6  upon  maintain  the  application  in  a  sealed  condition  and  notify  the 

7  applicant  thereof.  The  applicant  whose  application  has  been  placed 

8  under  a  secrecy  order  shall  have  a  right  to  appeal  from  the  order  to 

9  the  Secretary  of  Commerce  under  rules  prescribed  by  him. 

10  "(d)  An  invention  shall  not  be  ordered  kept  secret  and  publication 

11  withheld  for  a  period  of  more  than  one  year.  The  Commissioner  shall 

12  renew  the  order  at  the  end  thereof,  or  at  the  end  of  any  renewal  period, 

13  for  additional  periods  of  one  year  upon  notification  by  the  head  of  the 

14  department  or  agency  which  caused  the  order  to  be  issued  that  an 

15  affirmative  determination  has  been  made  that  the  national  interest 

16  continues  so  to  require.  An  order  in  effect,  or  issued,  during  a  time 

17  when  the  United  States  is  at  war,  shall  remain  in  effect  for  the  dura- 

18  tion  of  hostilities  and  one  year  following  cessation  of  hostilities.  An 

19  order  in  effect,  or  issued,  during  a  national  emergency  declared  by  the 

20  President  shall  remain  in  effect  for  the  duration  of  the  national  emer- 

21  gency  and  six  months  thereafter.  The  Commissioner  may  rescind  any 

22  order  upon  notification  by  the  head  of  the  department  or  agency  which 

23  caused  the  order  to  be  issued  that  the  publication  or  disclosure  of  the 

24  invention  is  no  longer  deemed  detrimental  to  the  national  security. 

25  "§  182.  Abandonment  of  invention  for  unauthorized  disclosure 

26  "The  invention  disclosed  in  an  application  for  patent  subject  to  an 

27  order  made  pursuant  to  section  181  of  this  chapter  may  be  held  aban- 

28  doned  upon  its  being  established  by  the  Commissioner  that  in  violation 

29  of  said  order  the  invention  has  been  published  or  disclosed  or  that  an 

30  application  for  a  patent  therefor  has  been  filed  in  a  foreign  country  by 

31  the  inventor,  his  successors,  assigns,  or  legal  representatives,  or  anyone 

32  in  privity  with  him  or  them,  without  the  consent  of  the  Conunissioner. 

33  The  abandonment  shall  be  held  to  have  occurred  as  of  the  time  of 

34  violation.  The  consent  of  the  Commissioner  shall  not  be  given  without 

35  the  concurrence  of  the  heads  of  the  departments  and  agencies  which 

36  caused  the  order  to  be  issued.  A  holding  of  abandonment  shall  consti- 

37  tute  forfeiture  by  the  applicant,  his  successors,  assigns,  or  legal  repre- 

38  sentatives,  or  anyone  in  privity  with  him  or  them,  of  all  claims  against 

39  the  United  States  based  upon  such  invention. 
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1  "§  183.  Right  to  compensation 

2  "An  applicant,  or  patentee,  or  his  legal  representatives,  whose  pat- 

3  ent  is  withheld  as  herein  provided,  shall  have  the  right,  beginning 

4  at  the  date  the  applicant  is  notified  that,  except  for  such  order,  his 

5  application  is  otherwise  in  condition  for  allowance,  or  February  1, 

6  1952,  whichever  is  later,  and  ending  six  years  after  a  patent  is  issued 

7  thereon,  to  apply  to  the  head  of  any  department  or  agency  who  caused 

8  the  order  to  be  issued  for  compensation  for  the  damage  caused  by  the 

9  order  of  secrecy  and/or  for  the  use  of  the  invention  by  the  Government 

10  resulting  from  his  disclosure.  The  right  to  compensation  for  use  by  the 

11  Government  shall  begin  on  the  date  of  the  first  use  of  the  invention  by 

12  the  Government  and  shall  terminate  not  later  than  twenty  years  from" 

13  the  actual  filing  date  in  the  United  SUtes.  The  head  of  the  department 

14  or  agency  is  authorized,  upon  the  presentation  of  the  claim,  to  enter 

15  into  an  agreement  with  the  applicant,  or  patentee,  or  his  legal  rep- 

16  resentatives,  in  full  settlement  for  the  damage  and/or  use.  This 

17  settlement  agreement  shall  be  conclusive  for  all  purposes  notwithstand- 

18  ing  any  other  provision  of  law  to  the  contrary.  If  full  settlement  of 

19  the  claim  cannot  be  effected,  the  head  of  the  department  or  agency  may 

20  award  and  pay  to  such  applicant,  or  patentee,  or  his  legal  repre- 

21  sentatives,  a  sum  not  exceeding  75  per  centum  of  the  such  which  the 

22  head  of  the  department  or  agency  considers  just  compensation  for  the 

23  damage  and/or  use.  A  claimant  may  bring  suit  against  the  United 

24  States  in  the  Court  of  Claims  or  in  the  District  Court  of  the  United 

25  States  for  the  district  in  which  such  claimant  is  a  resident  for  an 

26  amount  which  when  added  to  the  awar^  shall  constitute  just  compen- 

27  sation  for  the  damage  and/or  use  of  the  invention  by  the  Government. 

28  The  owner  of  any  patent  issued  upon  an  application  that  was  subject 

29  to  a  secrecy  order  issued  pursuant  to  section  181  of  this  chapter,  who 

30  did  not  apply  for  compensation  as  above  provided,  shall  have  the 

31  right,  after  the  date  of  issuance  of  such  paitent,  to  bring  suit  in  the 

32  Court  of  Claims  for  just  compensation  for  the  damage  caused  by  rea- 

33  son  of  the  order  of  secrecy  and/or  use  by  the  Government  of  the  inven- 

34  tion  resulting  from  his  disclosure.  A  patentee  awarded  compensation 

35  for  damage  caused  by  an  order  of  secrecy  shall  be  required  to  disclaim 

36  the  terminal  portion  of  the  patent  term  equal  in  duration  to  any  exten- 

37  tion  granted  under  the  provisions  of  section  154(c)  of  this  title.  The 

38  right  to  compensation  for  use  by  the  Government  shall  begin  on  the 

39  date  of  the  first  use  of  the  invention  by  the  Government  and  shall 

40  terminate  not  later  thaai  twenty  years  from  the  actual  filing  date  in  the 
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1  United  States  of  the  patent.  In  a  suit  under  the  provisions  of  this  sec- 

2  tion  the  United  States  may  avail  itself  of  all  defenses  it  may  plead  in  an 

3  action  under  section  1498  of  title  28.  This  section  shall  not  confer  a 

4  rig'ht  of  action  on  anyone  or  his  successors,  assigns,  or  legal  represent- 

5  atives  who,  while  in  the  full-time  employment  or  service  of  the  United 

6  States,  discovered,  invented,  or  developed  the  invention  on  which  the 

7  claim  is  based. 

8  "§  184.  Filing  of  application  in  foreign  country 

9  "(a)  Except  when  authorized  by  a  license  obtained  from  the  Com- 

10  missioner,  a  person  shall  not  file  or  cause  or  authorize  to  be  filed  in  any 

11  foreign  country  an  application  for  patent  or  for  the  registration  of  a 

12  utility  model,  industrial  design  or  model  in  respect  of  an  invention 

13  made  in  this  country  prior  to  six  months  after  filing  an  application  in 

14  the  United  States,  or  prior  to  four  months  after  filing  an  application 

15  for  patent  on  the  same  ornamental  design  under  section  171  of  this  title. 

16  A  license  shall  not  be  granted  with  respect  to  an  invention  subject  to 

17  an  order  issued  by  the  Commissioner  pursuant  to  section  181  of  this 

18  chapter  without  the  concurrence  of  the  heads  of  the  departments  and 

19  agencies  which  caused  the  order  to  be  issued.  The  license  may  be 

20  granted  retroactively  where  an  application  has  been  inadvertently  filed 

21  abroad  and  the  application  does  not  disclose  an  invention  within  the 

22  scope  of  section  181  of  this  chapter. 

23  "(b)   The  term  'application'  when  used  in  this  chapter  includes 

24  applications   and   any   modifications,   amendments,   or   supplements 
26  thereto,  or  divisions  thereof. 

26  "(c)  No  license  shall  be  required  subsequent  to  the  filing  of  a  foreign 

27  application  for  any  modifications,  amendments,  or  supplements  to  that 

28  foreign  application,  or  divisions  thereof,  which  do  not  alter  the  nature 

29  of  the  invention  originally  disclosed,  which  are  within  the  scope  of  the 

30  subject  matter  originally  disclosed,  and  where  the  filing  of  the  foreign 

31  application  originally  complied  with  the  provisions  of  this  section, 

32  unless  the  applicant  has  been  notified  by  the  Commissioner  that  a 

33  specific  license  is  required  for  filing  such  papers  in  connection  with 

34  any  application. 

35  "§  185.  Patent  barred  for  filing  without  license 

36  "Notwithstanding  any  other  provisions  of  law  any  person,  and  his 

37  successors,  assigns,  or  legal  representatives,  shall  not  receive  a  United 

38  States  patent  for  an  invention  if  that  person,  or  his  successors,  assigns, 

39  or  legal  representatives  shall,  without  procuring  the  license  prescribed 

40  in  section  184  of  this  chapter,  have  made,  or  consented  to  or  assisted 
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1  another's  making,  application  in  a  foreign  country  for  a  pm-tent  or 

2  for  the  re^stration  of  a  utility  model,  industrial  design,  or  model  in 

3  respect  of  the  invention.  A  United  States  patent  if  issued  for  such 

4  invention  to  such  person,  his  successors,  assigns,  or  legal  representatives 

5  shall  be  invalid. 

6  "§  186.  Penalty 

7  "Whoever,  during  the  period  or  periods  of  time  an  invention  has 

8  been  ordered  to  be  kept  secret  and  the  grant  of  a  patent  thereon  with- 

9  held  pursuant  to  section  181  of  this  chapter,  shall,  with  knowledge  of 

10  such  order  and  without  due  authorization,  willfully  publish  or  disclose 

11  or  authorize  or  cause  to  be  published  or  disclosed  the  invention,  or 

12  material  information  with  respect  thereto,  or  whoever,  in  violation  of 

13  the  pro^nsions  of  section  184  of  this  chapter,  shall  file  or  cause  or 

14  authorize  to  be  filed  in  aoiy  foreign  country  an  application  for  patent 

15  or  for  the  registration  of  a  utility  model,  industrial  design,  or  model  in 

16  respect  of  an  invention  made  in  the  United  States,  shall,  upon  convic- 

17  tion,  be  fined  not  more  than  $10,000  or  imprisoned  for  not  more  than 

18  two  years,  or  both. 

19  "§  187.  Nonapplicability  to  certain  persons 

20  "The  provisions  and  penalties  of  this  chapter  shall  not  apply  to  any 

21  officer  or  agent  of  the  United  States  acting  within  the  scope  of  his 

22  authority,  nor  to  any  person  acting  upon  his  written  instructions  or 

23  permission. 

24  "§  188.  Rules  and  regulations,  delegation  of  power 

25  "The  Atomic  Energy  Commission,  the  Secretary  of  Defense,  the 

26  chief  officer  of  any  other  department  or  agency  of  the  Government 

27  designated  by  the  President  as  a  defense  agency  of  the  United  States, 

28  and  the  Secretary  of  Commerce,  may  separately  issue  rules  and  regula- 

29  tions  to  enable  the  respective  department  or  agency  to  carry  out  the 

30  provisions  of  this  chapter,  and  may  delegate  any  power  conferred  by 

31  this  chapter. 

32  "Chapter  18.— REEXAMINATION  AFTER  ISSUE: 

33  CONTESTED  PROCEEDINGS 

"Sec. 

"191.  Reexamination  after  Issue  on  the  basis  of  publications  and  patents. 

"192.  Public  use  and  prior  inventorship. 

"193.  Priority  of  Invention  contest. 

"194.  Effect  of  proceeding. 

"195.  Settlement  agreements. 

"196.  Reissue  application. 

34  "§  191.  Reexamination  after  issue  on  the  basis  of  publication  and 

35  patents 

36  "(a)  Any  person  may,  within  six  months  after  the  issuance  of  a 

37  patent,  notify  the  Commissioner  of  publications  or  patents  which 
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1  may  have  a  bearing  on  the  patentability  of  any  claim  of  the  patent, 

2  and  tlie  Commissioner  may  cause  the  claims  of  the  patent  to  be  re- 

3  examined  in  tlie  light  thereof,  under  chapter  12  of  this  title.  The 

4  patentee  may  present  amended  or  new  claims  for  such  reexamination. 

5  No  fee  shall  be  charged  for  such  reexamination  or  any  appeal  thereon 

6  in  the  Patent  Office. 

7  "(b)  Not  later  than  two  months  after  the  expiration  of  the  six 

8  months  period,  the  Commissioner  shall  inform  the  patentee  whether 

9  any  notice  has  been  filed  under  this  section  which  may  result  in 

10  reexamination.  The  identity  of  the  person  making  the  notification 

11  under  subsection   (a)  of  this  section  shall  be  kept  in  confidence  by 

12  the  Patent  Office,  and  no  information  concerning  the  same  shall  be 

13  given  without  the  authority  of  such  person,  unless  necessary  to  carry 

14  out  the  provisions  of  an  Act  of  Congress  or  in  such  special  circum- 

15  stances  as  may  be  determined  by  the  Commissioner,  nor  shall  any 

16  information  concerning  the  same  be  the  subject  of  discovery  or  inter- 

17  rogation  in  a  civil  action. 

18  "(c)  Rejection  of  a  claim,  on  becoming  the  final  judgment  in  the 

19  case,  shall  constitute  cancellation  of  such  claim  from  the  patent,  and 

20  notice  thereof  shall  be  endoi-sed  on  copies  of  the  specification  of  the 

21  patent  thereafter  distributed  by  the  Patent  Office.   Failure  of  the 

22  patentee  to  prosecute  in  accordance  with  section  133  of  this  title  shall 

23  result  in  the  cancellation  of  any  rejected  claims  of  the  patent.  If 

24  the  final  judgment  holds  patentable  a  claim  not  expressed  in  the 

25  patent,  the  Commissioner  shall  issue  a  certificate  stating  the  fact, 

26  under  seal,  without  charge,  to  be  recorded  in  the  records  of  patents  and 

27  shall  publish  a  notice  thereof  in  the  Official  Gazette.  A  copy  of 

28  the  certificate  shall  be  attached  to  each  copy  of  the  patent  thereafter 

29  distributed.  Upon  the  issuance  of  such  certificate,  such  claim  shall 

30  constitute  a  claim  of  the  patent  which  shall  have  the  force  and  effect 

31  specified  in  section  252  of  this  title  with  respect  to  actions  for  causes 

32  thereafter  arising. 

33  "§  192.  Public  use  and  prior  inventorship 

34  "  (a)  Within  one  year  after  the  issuance  of  a  patent  any  person  may 

35  notify  the  Commissioner  that — 

36  "(1)  the  invention  claimed  in  such  patent  was  in  public  use 

37  or  on  sale  in  this  country  by  him  or  on  his  behalf,  or  by  the  pat- 

38  entee  or  predecessor  in  title  or  their  agents  or  representatives;  in 

39  either  case,  more  than  one  year  before  the  actual  filing  date  in 

40  the  United  States  of  the  patent; 

41  "(2)  the  subject  matter  of  a  claim  of  the  patent  is  not  patentable 


159 


32 


1  in  such  patent  under  the  provisions  of  section  102(d)  (5)  of  this 

2  title  because  of  prior  invention  by  or  on  l?elialf  of  tlie  party  pro- 

3  viding  the  notification;  or 

4  "(3)  the  inventor  named  in  such  patent  was  not  the  original 

5  inventor  of  the  subject  matter  claimed  in  the  patent  but  derived  it 

6  from  the  party  providing  the  notification. 

7  "(b)  If  such  person  within  the  time  specified  above  makes  a  prima 

8  facie  showing,  the  matter  shall   be   determined   by  the  Board  of 

9  Appeals,  in  such  proceedings  as  the  Commissioner  shall  establish. 

10  "§  193.  Priority  of  invention  contest 

11  "(a)   Whenever  there  are  two  applications  naming  different  in- 

12  ventors  claiming  the  same  or  substantially  the  same  subject  matter,  a 

13  patent  shall  be  issued  on  the  application  having  the  earliest  actual 

14  filing  date  in  the  United  States,  if  otherwise  allowable.  The  application 

15  having  the  later  filing  date  in  the  United  States  with  respect  to  such 

16  subject  matter  shall  be  rejected  on  the  basis  of  such  patent.  Whenever 

17  the  applicant  for  such  application,  found  otherwise  allowable,  malies 

18  a  prima  facie  showing  of  priority  of  invention  with  respect  to  the 

19  actual  filing  date  in  the  ITnited  States  of  such  patent  in  accordance 

20  with  section  102(d)  (5)  of  this  title,  and  offei-s  to  present  evidence  in 

21  support  of  such  showing,  within  one  year  after  the  issuance  of  the 

22  patent  or  within  three  months  after  a  rejection  of  claims  in  his  applica- 

23  tion  on  the  basis  of  the  invention  claimed  in  the  patent,  the  matter 

24  of  priority  of  invention  shall  be  determined  by  the  Board  of  Appeals 

25  in  such  proceedings  as  the  Commissioner  shall  establish.  The  Commis- 

26  sion  upon  the  institution  of  proceedings  under  this  section,  shall  issue 

27  a  patent  at  the  request  of  such  applicant  if  his  application  is  otherwise 

28  allowable.  Failure  of  that  applicant  to  proceed  hereunder  within  the 

29  time  specified  shall  preclude  such  applicant  from  asserting  priority 

30  of  his  invention  with  respect  to  the  invention  claimed  in  the  patent 

31  for  the  purpose  of  obtaining  a  patent. 

32  "(b)  Whenever  an  otherwise  allowable  claim  of  an  application  is 

33  for  the  same  or  substantially  the  same  subject  matter  as  a  claim  of  a 

34  patent  having  a  later  actual  filing  date  in  the  United  States,  or  for 

35  subject  matter  over  which  a  claim  of  such  patent  is  unpatentable,  the 

36  Commissioner  may,  on  his  own  motion  or  at  the  request  of  the  appli- 

37  cant,  initiate  proceedings  under  this  section  on  notice  to  the  parties, 

38  requiring  such  patentee  to  present  his  prima  facie  case  within  a  desig- 

39  nated  time  not  less  tlian  three  months.  The  Commissioner  upon  the  in- 

40  stitution  of  proceedings  under  this  section,  shall  issue  a  patent  at  the 

41  request  of  such  applicant  if  his  application  is  otherwise  allowable. 
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1  "(c)  If  two  applications  for  the  same  or  substantially  the  same 

2  subject  matter  have  the  same  actual  filing  date  in  the  United  States, 

3  the  Commissioner  may  initiate  a  priority  contest  under  this  section 

4  on  his  own  motion  whether  or  not  one  of  the  applications  may  have 

5  been  issued  as  a  patent.  The  Commissioner  shall,  upon  the  institution 

6  of  proceedings  under  this  subsection  and  at  the  request  of  either 

7  applicant,  issue  a  patent  on  his  otherwise  allowable  application.  ' 

8  "  (d)  A  claim  for  the  same  or  substantially  the  same  subject  matter 

9  as  a  claim  of  an  issued  patent  may  not  be  made  in  any  application 

10  unless  such  claim  is  made  prior  to  one  year  after  the  date  on  which  the 

11  patent  was  granted. 

12  "(e)   In  any  proceeding  under  this  section,  the  Patent  Office  or  a 

13  party  may  raise  the  question  of  the  patentability  of  any  claim  of  the 

14  application  or  patent  of  one  party  over  the  subject  matter  claimed  in 

15  the  patent  or  application  of  the  other  party  and  such  question  may  be 

16  considered  in  the  proceeding. 

17  "§  194.  Effect  of  proceeding 

18  "(a)  The  decision  of  the  Board  of  Appeals  in  proceedings  under 

19  section  192  or  193  of  this  chapter  adverse  to  a  claim  of  an  application 

20  shall  constitute  the  final  refusal  by  the  Patent  Office  of  such  claim. 

21  A  final  judgment  adverse  to  a  claim  of  a  patent  from  which  no  appeal 

22  or  other  review  has  been  or  can  be  taken  or  had  shall  constitute  can- 

23  cellation  of  such  claim  from  the  patent,  and  notice  thereof  shall  be 

24  endorsed  on  copies  of  the  specification  of  the  patent  thereafter  dis- 
26  tributed  by  the  Patent  Office. 

26  "(b)  Any  person  who  has  not  proceeded  in  accordance  with  the 

27  provisions  of  this  chapter  shall  not  be  foreclosed  or  in  any  way  preju- 

28  diced  with  respect  to  the  defense  of  an  infringement  suit  or  affirmative 

29  relief  under  declaratory  judgment  proceedings. 

30  "(c)  A  person  subject  to  a  final  adverse  decision  in  a  contested 

31  proceeding  instituted  under  this  chapter  shall  be  foreclosed  with 

32  respect  to  asserting  comparable  grounds  in  defense  of  an  infringement 
38  suit  or  as  a  basis  for  affirmative  relief  under  declaratory  judgment 
34  proceedings,  involving  the  patent  of  the  successful  party. 

85  "§  195.  Settlement  agreements 

36  "Any  agreement  or  understanding  between  parties  to  a  proceeding 

37  under  section  192  or  193  of  this  chapter,  including  any  collateral  agree- 

38  ments  referred  to  therein,  made  in  connection  with  or  in  contemplation 

39  of  the  termination  of  the  proceeding  shall  be  in  writing  and  a  true 

40  copy  thereof  filed  in  the  Patent  Office  before  the  termination  of  the 

41  proceeding  as  between  the  said  parties  to  the  agreement  or  under- 
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1  standing.  If  any  party  filing  the  same  so  requests,  the  copy  shaU  be 

2  kept  separate  from  the  file  of  the  proceeding,  and  made  available  only 

3  to  Government  agencies  on  written  request,  or  to  any  person  on  a 

4  showing  of  good  cause.  Failure  to  file  the  copy  of  such  agreement  or 

5  understanding  shall  render  pemanently  unenforceable  such  agree- 

6  ment  or  understanding  and  any  patent  of  such  parties  involved  in 

7  the  proceeding  or  any  patent  subsequently  issued  on  any  application  of 

8  such  parties  so  involved.  The  Commissioner  may,  however,  on  a  show- 

9  ing  of  good  cause  for  failure  to  file  within  the  time  prescribed,  permit 

10  the  filing  of  the  agreement  or  understanding  during  the  six-month 

11  period  subsequent  to  the  termination  of  the  proceeding  as  between  the 

12  parties  to  the  agreement  or  understanding. 

13  "The  Ommissioner  shall  give  notice  to  the  parties  or  their  attorneys 

14  of  record,  a  reasonable  time  prior  to  said  termination,  of  the  filmg 

15  requirement  of  this  section.  If  the  Commissioner  gives  such  notice  at 

16  a  later  time,  irrespective  of  the  right  to  file  such  agreement  or  under- 

17  standing  within  the  six-montii  period  on  a  showing  of  good  cause,  the 

18  parties  may  file  such  agreement  or  understanding  within  sixty  days  of 

19  the  receipt  of  such  notice. 

20  "Any  discretionary  action  of  the  Commissioner  under  this  subsection 

21  shall  be  reviewable  under  chapter  7  of  title  5,  United  States  Code. 

22  "§  196.  Reissue  application 

23  "Judgment  adverse  to  a  claim  of  a  patent  shall  not  preclude  the 
34      filing  of  an  application  for  reissue  in  accordance  with  section  251  of 

25  this  title  but  matters  already  decided  in  a  proceeding  under  this 

26  chapter  may  not  be  again  considered. 

27  "PART  III— PATENTS  AND  PROTECTION  OF 

28  PATENT  RIGHTS 

Sec. 
■'Cbaptib  251 

"25.  Amendment  and  Cobbection  of  Patents 

"26.  ownebship  and  assignment 

"27.  Government  Intebests  IN  Patents 

"28.  Infbinoement  of  Patents 

"29.  Remedies  foe  Infringement  of  Patent,  and  Otheb  Actions ^i 

"30.  Preservation  of  Other  Rights 

29  "Chapter  25.-AMENDMENT  AND  CORRECTION 
3Q  OF  PATENTS 

"Sec. 

"251.  Reissue  of  defective  patents. 

"252.  Effect  of  reissue. 

"253.  Disclaimer. 

"254.  Certificate  of  correction  of  Patent  OfBce  mistake. 

"255.  Certificate  of  correction  of  applicant's  mistake. 

"256.  Correction  of  named  inventor. 

"257.  Certificate  for  change  in  status  of  claims. 
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1  "§  251.  Reissue  of  defective  patents 

2  "(a)  Whenever  any  patent  is,  through  error  without  any  deceptive 

3  intention,  deemed  wholly  or  partly  inoperative  or  invalid,  by  reason 

4  of  a  defective  specification  or  drawing,  or  by  reason  of  the  patentee 

5  claiming  more  or  less  than  he  had  a  right  to  claim  as  the  invention  in 

6  the  patent,  the  Commissioner  shall,  on  the  surrender  of  such  patent 

7  and  the  payment  of  the  fee  required  by  law,  reissue  the  patent  for  the 

8  invention  disclosed  in  the  original  patent,  and  in  accordance  with  a 

9  new  and  amended  application,  for  the  unexpired  part  of  the  term  of 

10  the  original  patent.  No  new  matter  shall  be  introduced  into  the  appli- 

11  cation  for  reissue. 

12  "(b)  The  provisions  of  chapters  1 1 ,  12, 13,  and  14  of  this  title  relating 

13  to  applications  for  patent  shall  be  applicable  where  appropriate  to 

14  applications  for  reissue  of  a  patent,  except  tha/t  the  oath  of  the  appli- 

15  cant  prescribed  by  section  115  of  this  title  shall  not  be  required  if  the 

16  application  does  not  seek  to  enlarge  the  scope  of  the  claims  of  the 

17  original  patent. 

18  "(c)  No  reissued  patent  shall  be  granted  enlarging  the  scope  of 

19  the  claims  of  the  original  patent  unless  applied  for  within  one  year 

20  from  the  issue  of  the  original  patent,  and  such  patents  shall  be  subject 

21  to  the  provisions  of  chapter  18  of  this  title. 

22  "§  252.  Effect  of  reissue 

23  "(a)  The  surrender  of  the  original  patent  shall  take  effect  upon  the 

24  issue  of  the  reissued  patent,  and  every  reissued  patent  shall  have  the 

25  same  effect  and  operation  in  law,  on  the  trial  of  actions  for  causes 

26  thereafter  arising,  as  if  the  same  had  been  originally  granted  in  such 

27  amended  form,  but  in  so  far  as  the  claims  of  the  original  and  reissued 

28  patents  are  identical,  such  surrender  shall  not  affect  any  action  then 

29  pending  nor  abate  any  cause  of  action  then  existing,  and  the  reissued 

30  patent,  to  the  extent  that  its  claims  are  identical  with  the  original 

31  patent,  shall  constitute  a  continuation  thereof  and  have  effect  continu- 

32  ously  from  the  date  of  the  original  patent. 

83  "(b)  No  reissued  patent  shall  abridge  or  affect  the  right  of  any 

34  person  or  his  successors  in  business  who  made,  purchased  or  used 

35  prior  to  the  grant  of  a  reissue  anything  patented  by  the  reissued 

36  patent,  to  continue  the  use  of,  or  to  sell  to  others  to  be  used  or  sold, 

37  the  specific  thing  so  made,  purchased  or  used,  unless  the  making, 

38  using,  or  selling  of  such  thing  infringes  a  valid  claim  of  the  reissued 

39  patent  which  was  in  the  original  patent.  The  court  before  which  such 

40  matter  is  in  question  may  provide  for  the  continued  manufaoture,  use. 
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1  or  sale  of  the  thing  made,  purchased  or  used  as  specified  or  for  the 

2  manufacture,  use,  or  sale  of  which  substantial  preparation  was  made 

3  before  the  grant  of  the  reissue,  and  it  may  also  provide  for  the  con- 

4  tinned  practice  of  any  process  patented  by  the  reissue,  practiced  or  for 

5  the  practice  of  which  substantial  preparation  was  made,  prior  to  the 

6  grant  of  the  reissue,  to  the  extent  and  imder  such  terms  as  the  court 

7  deems  equitable  for  the  protection  of  investments  made  or  business 

8  commenced  before  the  grant  of  the  reissue. 

9  "§253.  Disclaimer 

10  "  ( a)  Whenever,  without  any  deceptive  intention,  a  claim  of  a  patent 

11  is  invalid  the  remaining  claims  shall  not  thereby  be  rendered  invalid. 

12  A  patentee,  whether  of  the  whole  or  any  sectional  interest  therein, 

13  may,  on  payment  of  the  fee  required  by  law,  make  disclaimer  of  any 

14  complete  claim,  stating  therein  the  extent  of  his  interest  in  such  patent. 

15  Such  disclaimer  shall  be  in  writing  and  recorded  in  the  Patent  Office; 

16  and  it  shall  thereafter  be  considered  as  part  of  the  original  patent  to 

17  the  extent  of  the  interest  possessed  by  the  disclaimant  and  by  those 

18  claiming  under  him. 

19  "(b)  In  like  manner  any  patentee  or  applicant  may  disclaim  or 

20  dedicate  to  the  public  the  entire  term,  or  any  terminal  j>art  of  the  term, 

21  of  the  patent  granted  or  to  be  granted. 

22  "§  254.  Certificate  of  correction  of  Patent  Oflfice  mistake 

23  "Whenever  a  mistake  in  a  patent,  incurred  through  the  fault  of  the 

24  Patent  Office,  is  clearly  disclosed  by  the  records  of  the  Office,  the  Com- 

25  missioner  may  issue  a  certificate  of  correction  stating  the  fact  and 

26  nature  of  such  mistake,  imder  seal,  without  charge,  to  be  recorded  in 

27  the  records  of  patents.  A  copy  thereof  shall  be  attached  to  each  copy 

28  of  the  patent,  and  such  certificate  shall  be  considered  as  part  of  the 

29  original  patent.  Every  such  patent,  together  with  such  certificate,  shall 

30  have  the  same  effect  and  operation  in  law  on  the  trial  of  actions  for 

31  causes  thereafter  arising  as  if  the  same  had  been  originally  issued  in 

32  such  corrected  form.  The  Commissioner  may  issue  a  corrected  patent 

33  without  charge  in  lieu  of  and  with  like  effect  as  a  certificate  of  oorrec- 

34  tion. 

35  "§  255.  Certificate  of  correction  of  applicant's  mistake 

36  "Whenever  a  mistake  of  a  clerical  or  typographical  nature,  or  of 

37  minor  character,  which  was  not  the  fault  of  the  Patent  Office,  appears 

38  in  a  patent  and  a  showing  has  been  made  that  such  mistake  occurred  in 

39  good  faith,  the  Commissioner  may,  upon  payment  of  the  required  fee, 

40  issue  a  certificate  of  correction,  if  the  correction  does  not  involve  such 
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1  changes  in  the  patent  as  would  constitute  new  matter  or  would  require 

2  reexamination.  A  copy  thereof  shall  be  attached  to  each  copy  of  the 

3  patent,  and  such  certificate  shall  be  considered  as  part  of  the  original 

4  patent.  Every  such  patent,  together  with  the  certificate,  shall  have 

5  the  same  effect  and  operation  in  law  on  the  trial  of  actions  for  causes 

6  thereafter  arising  as  if  the  same  had  been  originally  issued  in  such 
'  corrected  form. 

S  "§  256.  Correction  of  named  inventor 

9  "An  error  in  the  naming  of  an  inventor,  in  either  a  sole  or  joint 

10  application  for  patent,  without  deceptive  intent,  shall  not  affect  valid- 

11  ity  of  a  patent,  and  may  be  corrected  at  any  time  by  the  Commissioner 

12  in  accordance  with  regulations  established  by  him  or  upon  order  of  a 

13  Federal  court  before  which  the  matter  is  called  in  question.  Upon  such 

14  correction  the  Commissioner  shall  issue  a  certificate  accordingly. 

15  "§  257.  Certificate  for  change  in  status  of  claims 

16  "(a)  When  any  claim  in  a  patent  is  allowed  subsequent  to  the 

17  issuance  of  the  patent  under  section  155  of  this  title,  the  Commissionei 

18  shall  issue  a  certificate  stating  the  fact,  under  seal,  without  charge,  to 

19  be  recorded  in  the  records  of  patents  and  shall  publish  a  notice  thereof 

20  in  the  Official  Gazette.  Such  certificate  shall  be  considered  as  part  of 

21  the  original  patent,  and  a  copy  of  the  certificate  shall  be  attached  to 

22  each  copy  of  the  patent  thereafter  distributed.  Upon  the  issuance  of 

23  such  certificate,  such  claim  shall  constitute  a  claim  of  the  patent  which 

24  shall  have  the  force  and  effect  specified  in  section  154  of  this  title  with 

25  respect  to  actions  for  causes  thereafter  arising. 

26  "(b)  Upon  the  termination  of  proceedings  on  any  patent  issued  pur- 

27  suant  to  section  155  of  this  title,  the  Commissioner  shall  attach  a  certifi- 

28  cate  to  subsequently  distributed  copies  of  the  patent  and  publish  in 

29  the  Official  Gazette  a  notice  of  the  final  disposition  of  all  claims  in  the 

30  patent  which  were  not  allowed  at  the  time  such  patent  was  granted. 

31  "Chapter  26.— OWNERSHIP  AND  ASSIGNMENT 

"Sec. 

"261.  Ownership ;  asaignment. 

"262.  Joint  owners. 

32  "§  261.  Ownership ;  assignment 

33  "(a)   Subject  to  the  provisions  of  this  title,  patents  shall  have  the 

34  attributes  of  personaJ  property. 

35  "(b)  Applications  for  patent,  patents,  or  any  interest  therein,  shall 

36  be  assignable  in  law  by  an  instrument  in  writing.  The  applicant,  pat- 

37  entee,  or  his  assigns  or  legal  representatives  may  in  like  manner  grant 
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1  and  convey  an  exclusive  right  under  his  application  for  patent,  or 

2  patent,  to  the  whole  or  any  specified  part  of  the  United  States. 

3  "(c)  A  certificate  of  acknowledgment  under  the  hand  and  official 

4  seal  of  a  person  authorized  to  administer  oaths  within  the  United 

5  States,  or  in  a  foreign  country,  of  a  diplomatic  or  consular  officer 

6  of  the  United  States  or  an  officer  authorized  to  administer  oatlis  whose 

7  authority  is  proved  by  a  certificate  of  a  diplomatic  or  consular  officer 

8  of  the  United  States,  shall  be  prima  facie  evidence  of  the  execution 

9  of  an  assignment,  grant  or  conveyance  of  a  patent  or  application  for 

10  patent. 

11  "(d)  An  assignment,  grant,  or  conveyance  shall  be  void  as  against 

12  any  subsequent  purchaser  or  mortgagee  for  a  valuable  consideration, 

13  without  notice,  unless  it  is  recorded  in  the  Patent  Office  within  three 

14  months  from  its  date  or  prior  to  the  date  of  such  subsequent  purchase 
16  or  mortgage. 

16  «§  262.  Joint  owners 

17  "In  the  absence  of  any  agreement  to  the  contrary,  each  of  the  joint 

18  owners  of  a  patent  may  make,  use,  or  sell  the  patented  invention  with- 

19  out  the  consent  of  and  without  accoimting  to  the  other  owners. 

20  "Chapter  27.— GOVERNMENT  INTERESTS  IN  PATENTS 

"Sec. 

"267.  Time  for  taking  action  in  Government  applications. 

21  "§  267.  Time  for  taking  action  in  Government  applications 

22  "Notwithstanding  the  provisions  of  sections  133  and  151  of  this 

23  title,  the  Commissioner  may  extend  the  time  for  taking  any  action 

24  to  three  years,  when  an  application  has  become  the  property  of  the 

25  United  States  and  the  head  of  the  appropriate  department  or  agency 

26  of  the  Government  has  certified  to  the  Commissioner  that  the  inven- 

27  tion  disclosed  therein  is  important  to  the  armament  or  defense  of  the 

28  United  States. 

29  "Chapter  28.— INFRINGEMENT  OF  PATENTS 

"Sec. 

"271.  Infringement  of  patent. 

"272.  Temporary  presence  in  the  United  States. 

30  "§  271.  Infringement  of  patent 

31  "(a)  Execpt  as  otherwise  provided  in  this  title,  whoever  without 

32  authority  makes,  uses,  or  sells  any  patented  invention,  within  the 

33  United  States  during  the  term  of  the  patent  therefor,  infringes  the 

34  patent. 

35  "(b)  Whoever,  without  authority,  imports  into >the  United  States  a 
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1  product  made  in  another  country  by  a  process  patented  in  the  United 

2  States  shall  be  liable  as  am  infringer. 

3  "(c)  Whoever  actively  induces  infringement  of  a  patent  shall  be 

4  liable  as  an  infringer. 

5  "(d)  Whoever  sells  a  component  of  a  patented  machine,  manufac- 

6  ture,  combination  or  composition,  or  a  material  or  apparatus  for  use 

7  in  practicing  a  patented  process,  constituting  a  material  part  of  the 

8  invention,  knowing  the  same  to  be  especially  made  or  especially  adapted 

9  for  use  in  an  infringement  of  such  patent,  and  not  a  staple  article  or 

10  commodity  of  commerce  suitable  for  substantial  noninfringing  use, 

11  shall  be  liable  as  an  infringer. 

12  "(e)   No  patent  owner  otherwise  entitled  to  relief  for  infringement 

13  of  a  patent  shall  be  denied  relief  or  deemed  guilty  of  misuse  or  illegal 

14  extension  of  the  patent  right  by  reason  of  his  having  done  one  or  more 

15  of  the  following :  ( 1 )  derived  revenue  from  acts  which  if  performed  by 

16  another  without  his  consent  would  constitute  infringement  of  the 

17  patent;  (2)  licensed  or  authorized  another  to  perform  acts  which  if 

18  performed  without  his  consent  would  constitute  infringement  of  the 

19  patent;  (3)  sought  to  enforce  his  patent  rights  against  infringement. 

20  "§  272.  Temporary  presence  in  the  United  States 

21  "The  use  of  any  invention  in  any  vessel,  aircraft,  or  vehicle  of  any 

22  country  which  affords  similar  privileges  to  vessels,  aircraft,  or  vehicles 

23  of  the  United  States,  entering  the  United  States  temporarily  or  acci- 

24  dentally,  shall  not  constitute  infringement  of  any  patent,  if  the  inven- 

25  tion  is  used  exclusively  for  the  needs  of  the  vessel,  aircraft,  or  vehicle 

26  and  is  not  sold  in  or  used  for  the  manufacture  of  anything  to  be  sold  in 

27  or  exported  from  the  United  States. 

28  "Chapter  29.— REMEDIES  FOR  INFRINGEMENT  OF 
PATENT,  AND  OTHER  ACTIONS 
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"See. 

"281.  Remedy  for  iiifringem«it  of  patent 

"282.  Presumption  of  validity  ;  defenses. 

"283.  Injunction. 

"284.  Damagea 

"285.  Attorney  fees. 

"286.  Time  limitation  on  damages. 

"287.  Limitation  on  damages ;  marking  and  notice. 

"288.  Action  for  infringement  of  a  patent  containing  an  invalid  claim. 

"289.  Additional  remedy  for  infringement  of  a  design  patent. 

"290.  Notice  of  patent  suits. 

"291.  Priority  of  invention  between  patentees. 

"292.  False  marking. 

"293.  Nonresident  patentee;  service  and  notice. 
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^  "§  281.  Remedy  for  infringement  of  patent 

2  "A  patentee  shall  have  remedy  by  civil  action  for  infringement  of 

3  his  patent. 

*  "§282.  Presumption  of  validity;  defenses 

5  "(a)  A  patent  shall  be  presumed  valid.  Each  claim  of  a  patent 

6  (whether  in  independent  or  dependent  form)  shall  be  presumed  valid 
"^  independently  of  the  validity  of  other  claims;  dependent  claims  shall 

8  be  presumed  valid  even  though  dependent  upon  an  invalid  claim.  The 

9  burden  of  establishing  invalidity  of  a  patent  or  any  claim  thereof  shall 

10  rest  on  the  party  asserting  such  invalidity.  A  party  challenging  the 

11  validity  of  a  patent  under  section  103  of  this  title  has  the  burden  of 

12  establishing  obviousness  of  the  claimed  invention  by  clear  and  convino- 

13  ing  evidence. 

14  "(b)  The  following  shall  be  defenses  in  any  action  involving  the 

15  validity  or  infringement  of  a  patent  and  shall  be  pleaded : 

16  "(1)  Noninfringement,  absence  of  liability  for  infringement, 

17  or  unenforceability, 

18  "  ( 2)  Invalidity  of  the  patent  or  any  claim  in  suit  on  any  ground 

19  specified  in  part  II  of  this  title  as  a  condition  for  patentability : 

20  Provided,  however,  That  the  validity  of  a  patent  may  not  be  ques- 

21  tioned  solely  because  of  the  existence  of  two  or  more  patents  where 

22  said  patents  will  expire  on  the  same  date  as  a  result  of  filing  on 

23  the  same  date  or  as  a  result  of  a  terminal  disclaimer  pursuant  to 

24  section  253  of  this  title  so  long  as  the  right  to  sue  for  inf  ringeme>nt 

25  of  said  patents  is  maintained  in  the  same  legal  entity, 

26  "(3)   Invalidity  of  the  patent  or  any  claim  in  suit  for  failure 

27  to  comply  with  any  requirement  of  sections  112  or  251  of  this  title, 

28  "(4)  Any  other  fact  or  act  made  a  defense  by  this  title. 

29  "(c)  In  actions  involving  the  validity  or  infringement  of  a  patent 

30  the  party  asserting  invalidity  or  noninfringement  shall  give  notice 

31  in  the  pleadings  or  otherwise  in  writing  to  the  adverse  party  at  least 

32  thirty  days  before  the  trial,  of  the  country,  number,  date,  and  name 

33  of  the  patentee  of  any  patent,  the  title,  date,  and  page  numbers  of  any 

34  publication  to  be  relied  upon  as  anticipation  of  the  patent  in  suit  or, 

35  except  in  actions  in  the  United  States  Court  of  Claims,  as  showing  the 

36  state  of  the  art,  and  the  name  and  address  of  any  person  who  may  be 

37  relied  upon  as  the  prior  inventor  or  as  having  prior  knowledge  of  or 

38  as  having  previously  used  or  offered  for  sale  the  invention  of  the 

39  patent  in  suit.  In  the  absence  of  such  notice  proof  of  the  said  matters 

40  may  not  be  made  at  the  trial  except  on  such  terms  as  the  court  requires. 
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1  "§283.  Injunction 

2  "The  several  courts  having  jurisdiction  of  oases  under  this  title  may 

3  grant  in  j  unctions  in  accordance  with  the  principles  of  equity  to  prevent 

4  the  violation  of  any  right  secured  by  patent,  on  such  terms  as  the  court 

5  deems  reasonable. 

6  "§284.  Damages 

7  "(a)  Upon  finding  for  the  claimant  the  court  shall  award  the 

8  claimant  damages  adequate  to  compensate  for  the  infringement  but 

9  in  no  event  less  than  a  reasonable  royalty  for  the  use  made  of  the 

10  invention  by  the  infringer,  together  with  interest  and  costs  as  fixed 

11  by  the  court. 

12  "(b)  When  the  damages  are  not  foimd  by  a  jury,  the  court  shall 

13  assess  them.  In  either  event  the  court  may  increase  the  damages  up  to 

14  three  times  the  amount  foimd  or  assessed. 

15  "(c)   The  court  may  receive  expert  testimony  as  an  aid  to  the 

16  determination  of  damages  or  of  what  royalty  would  be  reasonable 

17  under  the  circumstances. 

18  «§285.  Attorney  fees 

19  "The  court  in  exceptional  cases  may  award  reasonable  attorney  fees 

20  to  the  prevailing  party.  Reasonable  expenses  including  attorney  fees 

21  shall  be  awarded  to  the  prevailing  party  where  a  claim  of  a  patent 

22  is  held  invalid  in  an  action  filed  after  such  claim  has  previously  been 

23  held  invalid  on  the  same  ground  by  a  court  of  competent  jurisdiction 

24  from  which  no  appeal  has  been  or  can  be  taken,  if  the  court  finds 

25  there  was  no  reasonable  grounds  for  bringing  such  action. 

26  "§  286.  Time  limitation  on  damages 

27  "  (a)  Except  as  otherwise  provided  by  law,  no  recovery  shall  be  had 

28  for  any  infringement  committed  more  than  six  years  prior  to  the 

29  filing  of  the  complaint  or  counterclaim  for  Infringement  in  the  action. 

30  "(b)  In  the  case  of  claims  agair.st  the  United  States  Grovemment 

31  for  use  of  a  patented  invention,  the  period  before  bringing  suit,  up 

32  to  adx  years,  between  the  date  of  receipt  of  a  written  claim  for  compen- 
88  sation  by  the  department  or  agency  of  the  Government  having  author- 

34  ity  to  settle  such  claim,  and  the  date  of  mailing  by  the  Government  of 

35  a  notice  to  the  claimant  that  his  claim  has  been  denied  shall  not  be 

36  counted  as  part  of  the  period  referred  to  in  subsection  (a)  of  this 

37  section. 

38  "§287.  Limitation  on  damages;  marking  and  notice 

39  "Patentees,  and  persons  making  or  selling  any  patented  article  for 

40  or  under  them,  may  give  notice  to  the  public  that  the  same  is  patented. 
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1  either  by  fixing  thereon  the  word  'patent'  or  the  abbreviation  'pat.', 

2  together  with  the  number  of  the  patent,  or  when,  from  the  character  of 

3  the  article,  this  cannot  be  done,  by  fixing  to  it,  or  to  the  package  wherein 

4  one  or  more  of  them  is  contained,  a  label  containing  a  like  notice. 
6  In  the  event  of  failure  so  to  mark,  no  damages  shall  be  recovered  by 

6  the  patentee  in  any  action  for  infringement,  except  on  proof  that  the 

7  infringer  was  notified  of  the  infringement  and  continued  to  infringe 

8  thereafter,  in  which  event  damages  may  be  recovered  only  for  infringe- 

9  ment  occurring  after  such  notice.  Filing  of  an  action  for  infringement 

10  shall  constitute  such  notice. 

11  **§  288.  Action  for  infringement  of  a  patent  containing  an  invalid 

12  claim 

13  "Whenever,  without  deceptive  intention,  a  claim  of  a  patent  is 

14  invalid,  an  action  may  be  maintained  for  the  infringement  of  a  claim 

15  of  the  patent  which  may  be  valid.  The  patentee  shall  recover  no  cost 

16  unless  a  disclaimer  of  the  invalid  claim  has  been  entered  at  the  Patent 

17  Office  before  the  commencement  of  the  suit. 

18  "§  289.  Additional  remedy  for  infringement  of  a  design  patent 

19  "(a)  Whoever  during  the  term  of  a  patent  for  a  design,  without 

20  license  of  the  owner,  (1)  applies  the  patented  design,  or  any  colorable 

21  imitation  thereof,  to  any  article  of  manufacture  for  the  purpose  of  sale, 

22  or  (2)  sells  or  exposes  for  sale  any  article  of  manufacture  to  which 

23  such  design  or  colorable  imitation  has  been  applied  shall  be  liable  to  the 

24  owner  to  the  extent  of  his  total  profit,  but  not  less  than  $250,  recover- 

25  able  in  any  United  States  district  court  having  jurisdiction  of  the 

26  parties. 

27  "(b)  Nothing  in  this  section  shall  prevent,  lessen,  or  impeach  any 

28  other  remedy  which  an  owner  of  an  infringed  pat^it  has  under  the 

29  provision  of  this  title,  but  he  shall  not  twice  recover  the  profit  made 

30  from  the  infringement. 

31  "§  290.  Notice  of  patent  suits 

32  "The  clerks  of  the  courts  of  the  United  States,  within  one  month 

33  after  the  filing  of  an  action  under  this  title  shall  give  notice  thereof  in 

34  writing  to  the  Commissioner,  setting  forth  so  far  as  known  the  names 

35  and  addresses  of  the  partifes,  name  of  the  inventor,  and  the  designating 

36  number  of  the  patent  upon  which  the  action  has  been  brought  If  any 

37  other  patent  is  subsequently  included  in  the  action  he  shall  give  like 

38  notice  thereof.  Within  one  month  after  the  decision  is  rendered  or  a 

39  judgment  issued  the  clerk  of  the  court  shall  give  notice  thereof  to  the 
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1  Commissioner.  The  Commissioner  shall,  on  receipt  of  such  notices, 

2  enter  the  same  in  the  file  of  such  patent. 

3  "§  291.  Priority  of  invention  between  patentees 

4  "(a)  Whenever  there  are  two  patents  naming  different  inventors 

5  and  claiming  the  same  or  substantially  the  same  subject  matter,  the 

6  owner  of  one  of  the  patents  may  have  relief  against  the  owner  of  the 
•  other  by  civil  action  and  the  court  may  adjudge  the  question  of  the 

8  validity  of  any  of  such  patents,  in  whole  or  in  part. 

9  "(b)  Such  suit  may  be  instituted  against  the  party  in  interest  as 

10  shown  by  the  records  of  the  Patent  Office,  but  any  pwirty  in  interest  may 

11  become  a  party  to  the  action.  If  there  be  adverse  parties  residing  in  a 

12  plurality  of  districts  not  embraced  within  the  same  state,  or  an  adverse 

13  party  residing  in  a  foreign  country,  the  United  States  District  Court 

14  for  the  District  of  Columbia  shall  have  jurisdiction  and  may  issue 

15  summons  against  the  adverse  parties  directed  to  the  marshal  of  any 

16  district  in  which  any  adverse  party  resides.  Summons  against  adverse 

17  parties  residing  in  foreign  countries  may  be  served  by  publication  or 

18  otherwise  as  the  court  directs.  The  Commissioner  shall  not  be  made  a 

19  party  but  he  shall  be  notified  of  the  filing  of  the  suit  by  the  clerk  of 

20  the  court  in  which  it  is  filed  and  shall  have  the  right  to  intervene. 

21  "§292.  False  marking 

22  "  (a)  Whoever,  without  the  consent  of  the  patentee,  marks  upon,  or 

23  affixes  to,  or  uses  in  advertising  in  connection  with  anything  made, 

24  used,  or  sold  by  him,  the  name  or  any  imitation  of  the  name  of 

25  the  patentee,  the  patent  niunber,  or  the  words  'patent',  'patentee',  or 

26  the  like,  with  the  intent  of  counterfeiting  or  imitating  the  mark  of  the 

27  patentee,  or  of  deceiving  the  public  and  inducing  them  to  believe  that 

28  the  thing  was  made  or  sold  by  or  with  the  consent  of  the  patentee;  or 

29  "Whoever  marks  upon,  or  affixes  to,  or  uses  in  advertising  in  connec- 

30  tion  with  any  unpatented  article,  the  word  'patent'  or  any  word  or 

31  number  importing  that  the  same  is  patented,  for  the  purpose  of 

32  deceiving  the  public ;  or 

83  "Whoever  marks  upon,  or  affixes  to,  or  uses  in  advertising  in  connec- 

34  tion  with  any  article,  the  words  'patent  applied  for,'  'patent  pending,- 

35  or  any  word  importing  that  an  application  for  patent  has  been  made, 

36  when  no  application  for  patent  has  been  made,  or  if  made,  is  not  pend- 

37  ing,  for  the  purpose  of  deceiving  the  public — 

38  "Shall  be  fined  not  more  than  $500  for  every  such  offense. 

39  "(b)  Any  person  may  sue  for  the  penalty,  in  which  event  one-half 
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1  shall  go  to  the  person  suing  and  the  other  to  the  use  of  the  United 

2  States. 

3  "§293.  Nonresident  patentee;  service  and  notice 

4  "Every  patentee  not  residing  in  the  United  States  may  file  in  the 

5  Patent  Office  a  written  designation  stating  the  name  and  address  of  a 

6  person  residing  within  the  United  States  on  whom  may  be  served 

7  process  or  notice  of  proceedings  affecting  the  patent  or  rights  there- 

8  under.  If  the  person  designated  cannot  be  found  at  the  address  given 

9  in  the  last  designation,  or  if  no  person  has  been  designated,  the  United 

10  States  District  Court  for  the  District  of  Columbia  shall  have  juris- 

11  diction  and  summons  shall  be  served  by  publication  or  otherwise  as 

12  the  court  directs.  The  court  shall  have  the  same  jurisdiction  to  take 

13  any  action  respecting  the  patent  or  rights  thereunder  that  it  would 

14  have  if  the  patentee  were  personally  within  the  jurisdiction  of  the 

15  court. 

16  "Chapter  30.-PRESERVATION  OF  OTHER  RIGHTS 

"Sec. 

"301.  Preservation  of  other  rights. 

17  "§  301.  Preservation  of  o^ther  rights 

18  "This  title  shall  not  be  construed  to  pre-empt,  or  otherwise  affect 

19  in  any  way,  contractual  or  other  rights  or  obligations,  not  in  the 

20  nature  of  patent  rights,  imposed  by  State  or  Federal  law  on  particular 

21  parties  with  regard  to  inventions  or  discoveries,  whether  or  not  subject 

22  to  this  title. 

TRANSITIONAL   AND   SUPPLEMENTART  PROVISIONS 

23  Sec.  2.  Section  1542  of  title  28,  United  States  Code,  Judicial  Code 

24  and  Judiciary,  is  amended  to  read  as  follows : 

25  "§  1542.  Patent  Office  decisions 

26  "The  Court  of  Customs  and  Patent  Appeals  shall  have  jurisdiction 

27  of  appeals  from  decisions  of : 

28  "(1)  The  Board  of  Appeals  of  the  Patent  Office  as  to  patent 

29  applications  and  patents  as  provided  in  chapter  13  of  title  35, 

30  Patents,  United  States  Coda 

31  "(2)  The  Commissioner  of  Patents  or  the  Trademark  Trial  and 

32  Appeals  Board  as  to  trademark  applications  and  proceedings  aa 
38  provided  in  section  1071  of  title  15." 

34  Sec.  3.  If  any  provision  of  title  35,  Patents,  United  States  Code,  as 

35  amended  by  this  Act,  or  any  other  provision  of  this  Act,  is  declared 

36  unconstitutional  or  is  held  invalid,  the  validity  of  the  remaining  pro- 

37  visions  shall  not  be  affected. 
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1  Sec.  4.  (a)  This  Act  shall  take  effect  on  the  day  one  year  after  enact- 

2  ment.  It  shall  apply  to  all  applications  for  patent  actually  filed  in  the 

3  United  States  on  and  after  this  eflFective  date,  even  though  entitled  to 

4  the  benefit  of  an  earlier  filing  date,  and  to  patents  issued  on  such  appli- 

5  cations. 

6  (b)  Applications  for  patent  actually  filed  in  the  United  States  before 

7  and  still  pending  on  the  effective  date  of  this  Act,  and  patents  issued 

8  on  such  applications,  shall  he  governed  by  the  provisions  of  title  35, 

9  UnitBd  States  Code,  in  effect  immediately  prior  to  the  effective  date 

10  except  that  chapter  18  of  part  II  and  part  III  of  title  35,  as  amended 

11  by  this  Act,  shall  apply  to  patents  issued  on  or  after  the  effective  date 

12  and  except  as  otherwise  provided. 

13  (c)    Part  III  of  this  Act  shall  apply  to  unexpired  patents  granted 

14  or  applied  for  prior  to  the  effective  date  of  the  Act  except  as  otherwise 

15  provided. 

16  (d)   Section  251  of  title  35  as  amended  by  this  Act  shall  apply  to  ap- 

17  plications  for  reissue  filed  after  the  effective  date  but  the  conditions  for 

18  patentability  shall  be  determined  under  the  law  applicable  to  the 

19  original  patent. 

20  (e)  Assistant  commissioners  of  patents  and  examiners-in-chief  in 

21  office  on  the  effective  date  of  this  Act  shall  continue  in  office  under  and 

22  in  accordance  with  their  then  existing  appointments. 

23  (f)   Notwithstanding  any  other  provision  of  this  Act,  subsection 

24  (d)  of  section  112  of  title  35  as  amended  by  this  Act  shall  not  apply  to 

25  patents  issued,  and  applications  filed,  prior  to  the  effective  date  of  this 

26  Act.  No  such  application  shall  be  held  incomplete,  and  no  such  patent 

27  shall  be  held  invalid,  because  availability  to  the  public  of  a  deposit  of  a 

28  microorganism  recited  therein  was  conditioned  upon  issuance  of  a 

29  United  States  patent  reciting  a  deposit  of  said  microorganism. 

30  (g)  The  amendment  of  title  35,  United  States  Code,  by  this  Act, 

31  shall  not  affect  any  rights  or  liabilities  existing  under  title  35  in  effect 

32  immediately  prior  to  the  effective  date  of  this  Act. 

33  Sec.  5.  Nothing  in  title  35  as  amended  by  this  Act  shall  affect  any 

34  provision  of  the  Atomic  Energy  Act  of  1954  (Aug.  30, 1954,  ch.  1073, 

35  68  Stat.  922)  as  amended  or  of  the  National  Aeronautics  and  Space  Act 

36  (Pub.  L.  85-568,  July  29, 1958,  72  Stat.  437)  except  that  the  functions 

37  of  a  Board  of  Patent  Interferences  specified  in  said  Acts  may  be  per- 

38  formed  by  the  Board  of  Appeals  as  specified  in  section  7  of  title  35  as 

39  amended  by  this  Act. 
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1  Sec.  6.  The  Clean  Air  Amendments  Act  of  1970  is  amended  by  strik- 

2  ing  out  section  308  and  inserting  in  lieu  thereof  the  following: 

3  If  the  Administrator  determines  that  the  implementation  of  the 

4  purposes  and  intent  of  this  Act  is  being  significantly  retarded  by  any 

5  section  of  title  35  of  the  United  States  Code  he  shall,  after  consultation 

6  with  the  Department  of  Commerce,  recommend  to  the  Congress  such 

7  modification  of  title  35,  as  may  be  necessary. 
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92d  CONGEESS 

IsT  Session 


S.643 


IN  THE  SENxVTE  OF  THE  UNITED  STATES 

March  ly,  1971 
Kefened  to  the  Coimiiittee  on  the  JiuUciun-  and  ordered  to  Ije  printed 


AMENDMENT 

Intended  to  be  proposed  by  Mr.  Scott  to  8.  643,  a  bill  lor  the 
general  revision  of  the  Patent  Laws,  title  35  of  the  United 
States  Code,  and  for  other  purposes,  viz:  Beginning  with  line 
17,  page  44,  strike  out  all  to  and  including  line  22,  page  44, 
and  insert  in  lieu  thereof  the  following : 

1  "§  301.  Preservation  of  other  rights 

2  "This  title  shall  not  be  construed  to  preempt,  or  other- 

3  wise  affect  in  any  manner,  rights  or  obligations  not  expressly 

4  arising  by  operation  of  this  title  whether  arising  by  operation 

5  of  State  or  Federal  law  of  contracts,  of  confidential  or  propri- 
(i  etary  information,  of  trade  secrets,  of  unfair  competition,  or  of 
7  other  nature.". 

Amdt.  No.  23 
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92d  congress 
IsT  Session 


S.643 


IN  THE  SENATE  OF  THE  UNITED  STATES 

March  19,1971 
Referred  to  the  Coraniitt<>«  on  tlie  Judiciary  and  ordered  to  be  printed 


AMENDMENTS 

Intended  to  be  proposed  ])v  Mr.  Scott  to  S.  (Uo.  a  hill  for  the 
general  revision  of  the  Patent  Laws,  title  35  of  the  United 
States  Code,  and  for  other  purposes,  viz: 

1  On  page  37,  strike  out  line  32  and  insert  in  lieu  thereof 

2  the  following: 

3  "§261.  Transferable    and    licensable    nature    of    patent 

4  rights" 

5  On  page  37,  beginning  with  hne  35,  strike  out  all  to  and 

6  including  line  2,  page  38,  and  insert  in  lieu  thereof  the 

7  following : 

8  "(b)  (1)    AppHcations  for  patent,  patents,  or  any  in- 

9  terest  therein  shall  be  assignable  in  law  by  an  instrument  in 
10  writing,  and  in  like  manner  exclusive  rights  under  applica- 

Amdt.  No.  24 


176 


2 

1  tions  tor  patent  and  patents  may  he  conveyed  for  the  whole 

2  or  any  i)art  of  the  United  States. 

3  "  (2)  All  appHcant,  patentee,  or  his  legal  representative 

4  may  also,  at  his  election,  waive  or  grant,  by  license  or  other- 

5  wise,  the  whole  or  any  part  of  his  rights  under  a  patent  or 

6  patent  application  and  for  the  whole  or  any  part  of  the 

7  United  States,  by  exclusive  or  nonexclusive  arrangement  with 

8  a  party  or  parties  of  his  selection.". 

9  On  page  38,  between  lines  15  and  16,  insert  the  following 

10  new  subsections: 

11  "  (e)   No  assignor  of  a  i)atent  shall  contest,  directly  or 

12  indirectly,  the  validity  ol  the  patent,  when  asserted  agamst 

13  him  by  his  assignee  <>r  any  owner  ol'  the  ])atent  deriving  title 

14  through  the  assignee,  unless    (I)    llie  consideration  involved 

15  has  been  restored  to,  or  for  llie  beneiit  of,  the  first  assignee, 
in  and    (2)    such  assignor  asserts  a  ground  for  invalidity  not 

17  reasonaltly  available  to  biin  when  ibe  assignment  was  made. 

18  "  (f)   'No  party  to  a  license,  immunity,  or  other  express 

19  waiver  under  a  i)atent  shall,  unless  consented  to  l)y  all  other 

20  parties  thereto,  contest  the  validity  of  the  patent,  provided 

21  that  any  l>arty  who  gives  written  notice  that  he  uncondi- 

22  tioually  renounces  all   futuic  licnefit  from  the  license,  im- 

23  munity,  or  other  waiver  may  then  and  thereafter  contest 

24  the  validity  regardless  of  any  contract  to  the  contrary,  but 
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1  such  renunciation  shall  not  operate  to  relieve  the  renouncing 

2  party  from  any  perfonnanee  due  prior  to  the  renunciation.". 

3  On  page  39,  between  hues  19  and  20,  insert  the  folio w- 

4  ing  new  subsections: 

5  "  (f)    No  patent  owner  shall  be  guilty  of  misuse  or  il- 

6  legal  extension  of  patent  rights  because  he  has  entered  into, 

7  or  will  enter  only  into — 

8  "(1)    an  arrangement  granting  some  rights  under 

9  the  patent  but  excluding  specified  conduct,  if  the  conduct 

10  excluded  would  be  actionable  under  this  title,  or 

11  "(2)    an  arrangement  granting  rights  under  the 

12  patent  that  excludes  or  restricts  conduct  in  a  manner 

13  that  is  reasonable  under  the  circumstances  to  secure  to 

14  the  patent  owner  the  full  benefit  of  his  invention  and 

15  patent  grant. 

16  "(g)    No  patent  applicant  or  patent  owner  shall  be 

17  guilty  of  misuse  or  illegal  extension  of  patent  rights  because 

18  he  has  entered  into,  or  will  enter  only  into,  an  arrangement 

19  of  assignment,  license,  or  waiver  of  some  or  all  of  his  rights 

20  under  this  title  for  a  consideration  which  includes— 

21  "  ( 1 )    a  nonexclusive  license  or  waiver  of  patent 

22  rights;  or 

23  "(2)    a  royalty,  fee,  or  purchase  price: 

24  "(A)   in  any  amount,  however  paid  or  meas- 
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1  iired,    provided   that   any   amount   paid   after  the 

2  expiration  of  a  patent  is  based  solely  upon  activities 

3  prior  to  such  expiration; 

4  "  {^)    iif>t  measured  b}^  the  subject  matter  of 

5  the  patent  or  by  extent  of  use  by  the  other  party  of 

6  the  rights  assigned,   licensed,  or  waived; 

7  "  {^')    iiot  computed  in  a  manner  that  segi'e- 

8  gates  the  charge  for  any  particular  patent,  or  for 
^  any  jxirticular  claim  or  claims  of  one  or  more  pat- 
ents; or 

^^  "  {^)    differing   from   that   provided   in   some 

12  other  arrangement.". 


10 
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9iD  CONGRESS 

IST  Session 


S.  1 253 


IN  THE  SENATE  OF  THE  UNITED  STATES 

March  16, 1971 

Mr.  McCi.Ki.LAX  (l)y  rer|iiest)  introduced  the  following  bill;  which  was  read 
twice  and  referred  to  tlic  Coainiittec  on  the  Judiciary 


A  BILL 

To  amend  section  6  of  title  35,  United  States  Code,  "Patents", 
to  antliorize  dcmiestic  and  international  studies  and  programs 
relating  to  patents  and  trademarks. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  lives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  section  6  of  title  o5.  United  States  Code,  is  amended 

4  to  read  as  follows : 

5  "§6.  Duties  of  Commissioner 

(3  "(a)    The   Connnissioner,   under  the   direction  of   the 

7  Secretary  of  Commerce,  shall  superintend  or  perform  all 

8  duties  required  by  law  respecting  the  gi'anting  and  issuing 

9  of  patents  and  the  registration  of  trademarks;  shall  have  the 
^^  authority  to  carry  on  studies  and  programs  regarding  do- 

n 
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1  mestic  and   internatioiinl   patent   and   trademark   law;   and 

2  shall  have  charji^e  of  pn^perty  belonging  to  the  Patent  Office. 

3  He  may,  subject  to  the  approval  of  the  Secretary  of  Com- 

4  merce,  establish  regulations,  not  inconsistent  with  law,  for 

5  the  conduct  of  proceedings  in  the  Patent  Office. 

6  "  (b)  The  Commissioner,  under  the  direction  of  the  Sec- 

7  retary  of  Commerce,  may,  in  coordination  with  the  Depart- 

8  ment  of  St.ate,  carry  on  programs  and  sitiidies  cooperatively 

9  with   foreign  patent  offices  and  international  intergovem- 

10  mental  organizations,  or  may  authorize  such  programs  and 

11  studies  to  be  carried  on,  in  connection  with  the  perfonnance 

12  of  duties  stated  in  subsection  (a)  of  this  section, 

13  "(c)  The  Commissioner,  under  the  direction  of  the  Seo- 
1*  retary  of  Commerce,  may,  with  the  concurrence  of  the  Sec- 
retary of  State,  transfer  funds  appropriated  to  the  Patent 

^^    Office,  not  to  exceed  $100,000  in  any  year,  to  the  Depart- 

17  ■ 

ment  of  State  for  the  ])urpose  of  making  special  payments  to 

18  • 

mtemational  intergovernmental  t)rganizations  for  studies  and 

])rograms  for  advancing  international  cooperation  concerning 

20 

jtatents,  trademarks,  and  related  matters.  These  special  pay- 

21 

ments  may  be  in  addition  to  any  other  payments  or  oontri- 

22  • 

butions  to  the  international  organization  and  shall  not  be 

23  • 

subject  to  any  limitations  imposed  by  law  on  the  amounts  of 

24 

such  other  payments  or  contributions  by  the  Grovemment  of 

^^    the  United  States." 
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92d  CONQEESS 

Itrr  SssfliOK 


S.  1255 


IN  THE  SENATE  OF  THE  UNITED  STATES 

March  16, 1971 

Mr.  McClellan  introdiiced  the  following  bill ;  which  was  read  twice  and  re- 
ferred to  the  Committee  on  the  Judiciary 


A  BILL 

To  fix  the  fees  payable  to  the  Patent  Office,  and  for  other 

piu-poses. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  the  items  numbered  1,  2,  3,  and  4,  respectively,  in 

4  subsection   (a)   of  section  41,  title  35,  United  States  Code, 

5  are  amended  to  read  as'  follows : 

6  "1.  On  filing  each  application  for  an  original  patent, 

7  except  in  design  cases,  $90;  in  addition,  on  filing  or  on 

8  presentation  at  any  other  time,  $15  for  each  claim  in  uide- 

9  pendent  form  which  is  in  excess  of  one,  and  $3  for  each 

10  claim    (whether  independent  or  dependent)    which  is  in 

11  excess  of  ten.  Errors  in  payment  of  the  additional  fees  may 

n 
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1  be  rectified  in  accordance  with  reg^ulations   of  the  Oom- 

2  missioner. 

3  "2.  Except  in  desi^  cases,  for  issuing  each  original 

4  or  reissue  patent,  $200. 

5  "3.  In  design  cases: 

6  "a.  On  filing  each  design  application,  $30. 

7  "b.  On  issuing  each  design  patent,  $50. 

8  "4.  On  filing  each  application  for  the  reissue  of  a  patent, 

9  $90;  in  addition,  on  fiUng  or  on  presentation  at  any  other 

10  time,  $15  for  each  claim  in  independent  form  which  is  in  ex- 

11  cess  of  the  number  of  independent  claims  of  the  original 

12  patent,  and  $3  for  each  claim  (whether  independent  or  de- 
1^  pendent)  which  is  in  excess  of  ten  and  also  in  excess  of  the 
•^*  number  of  claims  of  the  original  patent.  Errors  in  payment 
■^^  of  the  additional  fees  may  be  rectified  in  accordance  with 

"  regulations  of  the  Commissioner." 

-^'^  Sec.  2.  Section  41  of  title  35,  United  States  Code,  is  fur- 
ther amended  by  striking  out  existing  subsections  (b)  and 
(c)  and  adding  the  following  subsections : 

20 

"(b)  The  Conunissioner  may  reduce  the  fees  under  sub- 

21 

section  (a)  (2)  of  this  section  up  to  50  per  centum  upon  the 

22 

condition  thlat  an  additional  copy  of  the  specification  is  sub- 

mitted  in  machine  readable  form  in  accordance  with  regula- 

24 

tions  established  by  the  Commissioner. 

25 

"  (c)  The  Commissioner  may  estabhsh  charges  for  copies 
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1  of  records,  publications,  or  services  furnished  by  the  Patent 

2  Office,  not  specified  above. 

3  "(d)  The  fees  prescribed  by  or  under  this  section  shall 

4  apply  to  any  other  Government  department  or  agency,  or 

5  officer  thei'eof,  except  that  the  Commissioner  may  waive  the 

6  payment  of  any  fee  for  ser\aces  or  materials  in  cases  of 
"7  occasional  or  incidental  requests  by  a  Government  departr- 

8  ment  or  agency,  or  officer  thereof. 

9  "(e)    The  Patent  Office  shall  recover  by  fees  not  less 

10  than  65  per  centiun  of  the  costs  of  operation  of  the  Patent 

11  Office.  When  such  recovery  consistently  falls  below  this  per- 

12  centage,  the  Commissioner  shall  transmit  to  the  Congress 

13  his  reconmiendations  for  an  adjustment  of  the  fee  schedule." 

14  Sec.  3.  Section  173  of  title  35,  United  States  Code,  is 

15  amended  to  read  as  follows: 

16  "§  173.  Term  of  design  patent 

17  "Patents  for  designs  shall  be  granted  for  a  tenn  of  four- 

18  teen  years  from  the  date  of  issue." 

19  Sec.  4.  The  items  numbered  1  and  3,  respectively,  in 

20  subsection   (a)    of  section  31  of  the  Act  approved  July  5, 

21  1946  (ch.  540,  60  Stat.  427 ;  15  U.S.C.  1113) ,  as  amended, 

22  are  amended  to  read  as  follows: 

23  "1.  On  filing  each  original  application  for  registration 

24  of  a  mark  in  each  class, 
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1  "3.  On  filing  an  affidavit  under  section  8  (a)   or  section 

2  8(b)    for  each  class,  $25." 

3  Sec.  5.    (a)    This  Act  shall  take  effect  three  months 

4  after  its  enactment. 

5  (b)    Items  1,  3,  and  4  of  section  41  (a)    of  title  35, 

6  United  States  Code,  as  amended  by  section  1  of  this  Act, 
'7  and  section  173  of  title  35  as  amended  by  section  3  of  this 
8  Act,  do  not  apply  in  further  proceedings  in  applications 
^  filed  prior  to  the  effective  date  of  this  Act. 

10  (c)   Item  2  of  section  41  (a)   of  title  35,  United  States 

11  Code,  as  amended  by  section  1  of  this  Act,  does  not  apply 
1^  in  cases  in  which  the  notice  of  allowance  of  the  application 
1^  was  sent,  or  in  which  a  patent  was  issued,  prior  to  the 
^'^  effective  date;  and,  in  such  cases,  the  fee  due  is  the  fee 
^^  specified  in  this  title  prior  to  the  effective  date  of  this  Act. 
■"■^  (d)  Item  3  of  section  31  of  the  Trademark  Act,  as 
"^'^  amended  by  section  4  of  this  Act,  applies  only  in  the  case 
^^  of  registrations  issued  and  registrations  published  under  the 
^^  provisions  of  section  12  (c)    of  the  Trademark  Act  on  or 

after  the  effective  date  of  this  Act. 
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Mr.  Brennan.  Mr.  Chairman,  the  morning;  session  of  the  subcom- 
mittee will  be  devoted  to  a  panel  session  describing  the  need  for 
the  amendments  introduced  by  the  minority  leader.  Mr.  Raymond  E. 
Johnson  will  introduce  the  panel. 

Senator  MoClellan,  All  right.  Let  the  panel  be  introduced  by  Mr. 
Johnson. 

STATEMENT  OF  RAYMOND  E.  JOHNSON,  GENERAL  COUNSEL, 
ELECTRONIC  INDITSTRIES  ASSOCIATION 

Mr.  Johnson.  Senator,  we  very  much  appreciate  this  opportunity 
to  appear  before  the  subcommittee.  The  introduction  of  the  subject 
matter  is  of  course 

Senator  McClellan.  AVould  you  identify  yourself,  please. 

Mr.  Johnson.  I  am  Raymond  E.  Johnson,  general  counsel  of  the 
Electronic  Industries  Association.  I  will  define  the  pertinent  licens- 
ing terms  and  the  state  of  the  law.  Following  me  will  be  John  McKin- 
ney,  vice  president  of  Johns-Manville,  speaking  on  behalf  of  the 
National  Association  of  Manufacturers  who  will  discuss  what  the 
Scott  amendments  are  intended  to  do ;  S.  W.  Herwald,  vice  president 
of  engineering  and  development  of  Westinghouse,  who  speaks  for 
Westinghouse  about  the  importance  of  patents  and  licensing. 

Next  will  be,  Marvin  R.  Jones,  Manager  of  Research  and  Develop- 
ment for  Cameron  Iron  Works,  Houston,  Tex.  Mr.  Jones  will  also 
be  concerned  with  the  placement  of  licensing. 

The  fifth  speaker  Avill  be  Robert  W.  Beart,  first  vice  president  of 
Illinois  Tool  Works,  speaking  for  the  Illinois  Manufacturers  Asso- 
ciation. He  will  speak  to  examples  of  licensing  profits. 

The  last  speaker  will  speak  for  the  U.S.  Chamber  of  Commerce. 
He  is  Jackson  Browning,  vice  president.  Union  Carbide. 

Mr.  Chairman,  members  of  the  committee,  my  name  is  Raymond  E. 
Johnson.  I  am  the  General  Counsel  of  the  Electronic  Industries  Asso- 
ciation and  appear  today  on  its  behalf.  With  me  are  two  members  of 
EIA's  Patents  Panel,  Mr.  Harold  Levine  of  Texas  Instruments, 
chairman  of  the  Panel,  and  Mr.  William  L.  Keefauver  of  Bell  Tele- 
phone Laboratories,  a  former  Chairman  of  the  Panel. 

The  Electronics  Industries  Association  is  made  up  of  representa- 
tives of  over  300  companies,  both  large  and  small,  engaged  in  the  de- 
velopment and  manufacture  of  electronic  equipment.  Our  member 
companies  invest  a  tot^l  of  over  $4  billion  each  year  in  research  and 
development.  The  protection  and  effective  commercialization  of  the 
results  of  this  investment  are  of  serious  concern  to  our  members.  The 
prepared  statement  provided  today  to  the  subcommittee  sets  forth 
EIA's  strong  support  from  the  business  viewpoint  for  the  principles 
preserved  in  the  Scott  amendments  23  and  24  and  reflected  in  section 
6  of  S.  643.  We  would  like  to  very  briefly  highlight  the  EIA  position. 

Very  briefly  again,  our  support  for  the  principles  of  Scott  amend- 
ment 24  on  the  transferable  and  licensable  nature  of  patent  rights  is 
influenced  by  two  major  propositions: 

1.  A  strong  patent  system,  so  necessary  to  provide  adequate  in- 
ducement and  protection  for  the  investment  of  risk  capital  in  re- 
search and  development,  requires  a  reasonable  opportunity  both  to 
acquire  rights  in  the  patents  of  others  and  to  grant  various  rights 
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in  one's  own  patents  consistent  with  business  needs  but  all  within 
the  scope  of  the  patent  grant ;  and 

2.  A  greater  degree  of  certainty  is  needed  as  to  where  the  bounds 
of  proper  licensing  now  are  and,  within  the  term  of  the  typical 
license  agreement,  will  be,  noting  that  many  license  agreements  extend 
for  periods  of  5  years  or  more.  We  believe  that  these  bounds  should 
be  established  by  Congress  with  application  of  the  Rule  of  Reason 
as  a  cornerstone  for  these  bounds. 

Our  support  for  Scott  amendment  23  relating  to  preemption  is 
influenced  by  the  need  to  maintain  the  opportunity  to  protect  and 
license  those  assets  generally  known  as  trade  secrets.  This  in  no 
way  detracts  from  our  support  of  a  strong  patent  system  since  we 
look  upon  the  patent  laws  and  the  law  of  trade  secrets  as  comple- 
mentary, each  working  in  its  own  area  but  with  similar  goals  and 
results.  The  opinion  of  April  27,  1971,  by  the  Court  of  Appeals  for 
the  2d  Circuit  in  the  case  of  Pain  ton  v.  Bourns,  reversing  the  lower 
court,  has,  to  some  extent,  reduced  our  concern  regarding  the  law 
of  trade  secrets.  However,  because  of  the  attention  given  the  dicta 
in  one  of  the  dissenting  opinions  in  the  Lear  case,  particularly  by 
Justice  Department  spokesmen,  considerable  concern  remains.  There- 
fore, we  think  it  important  that  Congress,  at  an  early  date,  enact 
legislation  embodying  the  principals  of  Scott  amendment  23. 

One  brief  word  on  section  6,  S.  643.  We  support  section  6  of  S.  643 
on  the  basis  that  so  complex  and  involved  a  proposition  as  manda- 
tory licensing  should  not  be  enacted  nor  permitted  to  remain  law 
until  both  a  greater  and  more  definite  need  for  such  legislation  has 
been  demonstrated  and  until  adequate  hearings  by  the  Congress  have 
been  held. 

This  completes  my  summary  of  EIA's  position  which  today  is 
a  consideration  of,  and  support  for,  Scott  amendments  23  and  24 
and  section  6  of  S.  643.  If  the  committee  desires,  we  will  be  pleased 
to  amplify  any  portions  of  this  statement. 

In  the  remainder  of  the  time  this  morning,  we  will  provide  the 
subcommittee  with  a  framework  of  terminology  relative  primarily 
to  Scott  amendment  24. 

EXCLUSIVE   RIGHTS   OF   PATENT  OWNERS 

First,  in  discussing  the  "exclusive"  rights  of  a  patent  owner,  the 
term  exclusive  means  the  right  to  exclude  others  from  practicing 
the  patented  invention.  This  term  is  in  the  constitutional  provision 
(article  I,  section  8)  which  authorizes  Congress  to  enact  patent  laws. 
Also,  the  Patent  Act  (35  U.S.C.  154)  states  that  the  grant  of  every 
patent  shall  contain  a  grant  of  the  "right  to  exclude  others  from 
making,  using  or  selling  the  invention." 

LICENSE   AGREEMENTS 

Second,  a  license  agreement  is  a  legal  mechanism  in  the  nature  of 
a  contract  or  lease  whereby  a  patent  owner  authorizes  another  to  do 
that  which  he  could  otherwise  prevent.  In  a  sense,  it  is  a  waiver  of 
the  right  to  sue.  If  the  entire  patent  grant  is  transferred  to  another, 
it  becomes  an  assignment  rather  than  a  license.  An  exclusive  license 
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is  normally  one  in  which  the  patent  owner  divests  himself  of  all 
rights  except  bare  legal  title  and  in  such  situations  is,  for  many  pur- 
poses, tantamount  to  an  assignment. 

MISUSE   AND   VIOLATION    OF   ANTITRUST   LAWS 

At  the  outset,  it  might  be  observed  that  there  is  some  overlap  in 
the  terms  "misuse"  and  "violation  of  the  antitrust  laws."  Misuse  is 
a  defense  raised  in  a  suit  for  patent  infringement  and  is  usually 
based  on  a  charge  that  the  patent  owner  has  somehow  used  his  patent 
in  an  improper  fashion.  Again,  speaking  generally,  a  finding  of 
misuse  renders  the  patent  unenforceable,  but  only  until  the  misuse 
is  purged.  A  misuse,  however,  does  not  necessarily  constitute  a  vio- 
lation of  the  Sherman  Act. 

Most  of  the  controversy  surrounding  the  Scott  amendment  24  con- 
cerns the  restrictions  which  should  be  permitted  in  a  patent  license 
agreement.  In  my  remaining  time,  I  shall  define  what  some  of  these 
restrictions  are. 

GRANT   BACK 

This  term  refers  to  the  legal  consideration  which  a  licensor  receives 
for  his  grant  in  the  form  of  patent  rights.  Perhaps  the  most  common 
"grant  back"  is  one  of  a  nonexclusive  license  under  the  other  party's 
patent.  The  term  is  often  used,  however,  to  mean  a  grant  back  of 
title  to  improvement  patents  based  on  inventions  made  by  the  licensee. 
Such  a  provision  might  be  found  in  a  situation  where  the  licensor 
is  effectively  putting  the  licensee  into  business  usually  with  both 
patents  and  know-how.  Although  this  latter  type  of  grant  back  has 
been  found  by  the  Supreme  Court  not  to  constitute  a  misuse  ( Trans- 
parent Wrap  V.  Stokes,  329  U.S.  637,  1947),  Justice  Department 
spokesmen  have  stated  that  they  will  challenge  this  type  of  grant 
back  under  section  I  of  the  Sherman  Act.  To  our  knowledge,  they 
have  to  date  expressed  no  objection  to  nonexclusive  license-type  grant 
backs. 

PACKAGE   LICENSING 

A  package  license  is  a  license  under  more  than  one  patent.  Al- 
though there  is  little  controversy  over  package  licensing,  as  such, 
the  Supreme  Court  has  held  coerced  package  licensing  to  be  a  misuse 
(Zenith  v.  Hazeltine,  395  U.S.  100,  1969).  In  determining  coercion, 
the  courts  normally  apply  the  rule  of  reason  and  inquire  into  what 
the  licensee  needs,  or  wants,  the  commercial  necessity  for  a  package 
and  the  options  made  available  to  him  by  the  licensor.  A  much 
discussed  aspect  of  package  licensing  is  one  of  royalty  determination 
or  calculation.  In  certain  situations,  royalties  will  be  payable  only 
if  one  or  more  of  the  patents  in  the  package  are  used  and  are  assessed 
only  against  those  products  employing  patented  inventions  although 
the  rate  may  vary  depending  upon  the  number  of  patents  used. 
However,  to  avoid  costly  and  time-consuming  patent  studies  and 
complex  accounting,  the  licensor  and  licensee  may  agree,  as  a  busi- 
ness convenience,  either  to  a  lump  sum  or  a  fixed  price  percent  of 
sales  of  an  identified  product  line — without  regard  to  whether  or 
not  each  product  in  the  line  infringes  a  licensed  patent.  This  is  of 
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particular  convenience  to  the  parties  where  a  large  number  of  patents 
is  involved.  Although  a  refusal  to  license,  unless  the  licensee  agrees 
to  pay  royalties  on  products  which  do  not  use  patents  has  been  held 
a  misuse  (Ze»?7/(),  this  convenience  type  of  royalty  provision  in  pack- 
age licensing,  arrived  at  by  arms-length,  non-coercive  negotiation, 
has  been  held  proper  {Automatic  Radio  v.  Hazeltine^  339  U.S.  827, 
1950). 

LICENSEE   ESTOPPEL 

Until  recently,  it  was  hornbook  law  that  a  licensee  could  not  dispute 
the  validity  of  the  patent  in  a  suit  for  royalties  so  long  as  he  did  not 
relinquish 'his  license  (Deller's  AValker  on  Patents,  Section  403). 
Although  some  exceptions  have  been  made  to  this  rule,  as  where 
the  license  agreement  contained  a  price  fixing  provision  {McGregor  v. 
Westinghouse,  329  U.S.  402,  1947;  Sola  v.  Jefferson.  317  U.S.  173, 
1942),  this  generally  was  the  law  until  1969  when  the  Supreme  Court 
in  Lear  v.  Adkins  (395  U.S.  653)  declared  the  doctrine  to  be  against 
the  public  interest  and  overruled  previous  cases  upholding  the  doc- 
trine. 

This  decision  created  a  quandary  for  licensors,  including  those  who 
typically  provide  in  their  license  agreements  that  a  licensee  at  any 
time  could  surrender  his  license.  After  Lear\  a  potential  infringer 
could,  in  bad  faith,  enter  into  a  license  agreement,  breach  the  agree- 
ment by  refusing  to  pay  royalties  and  effectively  eliminate  the  threat 
of  injunctive  relief  in  the  event  the  patent  is  upheld.  Further,  he 
has  induced  his  licensor  to  accept  an  upper  limit  for  his  recovery 
which  may  be  substantially  lower  than  he  could  otherwise  recover 
in  a  suit  for  patent  infringement.  The  Scott  amendment  24  would 
remove  this  inequity  by  permitting  a  licensee  to  challenge  validity 
but  only  if  he  renounces  further  benefit  from  the  license. 

FLELD   OF   USE    LICENSES 

This  type  of  license,  also  called  a  defined  field  license,  states  the 
scope  of  the  license  in  terms  of  the  fields  in  which  it  may  be  exercised. 
The  field  may  be  defined  in  either  commercial  or  technological  terms. 
Many  patents  are  useful  in  more  than  one  field  and  the  licensee  may 
acquire  a  lower  royalty  rate  by  accepting  a  license  only  within  the 
field  in  which  he  is  commercially  interested.  Alternatively,  the  li- 
censor may  wish  to  reserve  certain  fields  for  himself.  Although  such 
limitations  have  been  approved  by  the  Supreme  Court  {General 
Talkh^g  Pictures  v.  'Western  Electric,  305  U.S.  124,  1938),  they  have 
also  been  held  illegal  when  part  of  a  broader  scheme  to  implement 
division  of  markets  {Hartford  Emjnre  v.  TJ.S.,  322  U.S.  386,  1945). 
Further,  a  Justice  Department  spokesman  in  a  speech  in  1969  ques- 
tioned the  legality  of  field  of  use  restrictions  among  licensees  "who 
would  otherwise  compete." 

RULE    OF   REASON PER    SE    VIOLATIONS 

A  Rule  of  Reason  was  imputed  into  the  Sherman  Act  by  the 
Supreme  Court  in  1911  which  stated  '"that  the  standard  of  reason 
which  had  been  applied  at  the  common  law  and  in  this  country  in 
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dealiiiij;  with  subjects  ol'  the  character  enibi'aced  in-  tlie  statute  was 
intended  to  be  the  measure  used  for  the  purpose  of  determining 
whether,  in  a  given  case,  the  particular  act  had  or  had  not  brought 
about  the  w^ronir  against  which  the  statute  provided."  {Standard  Oil 
Co.  of  New  Jersey  \.  U.S.,  221  U.S.  1,  60,  1911).  This  nde  has  been 
reaffirmed  on  several  occasions.  For  example,  the  Supreme  Court  has 
stated  that  in  a  Section  I  Sherman  Act  proceeding,  tlie  mere  finding 
of  a  restraint  is  insufficient  to  find  a  viohition ;  instead,  the  true  test 
is  whetlier  the  restraint  iniposed  is  such  as  to  promote  or  destroy 
competition  and  requires  investigation  into  the  facts  peculiar  to  the 
business,  the  nature  of  the  restraint  and  its  effect — actual  or  probable 
( Chicago  Board  of  Trade  v.  U.S.,  246  U.S.  231,  238,  1918 ;  see  also, 
White  Motor  v.  U.S..  372  U.S.  253.  1963;  U.S.  v.  Schioinn,  388  U.S. 
365.1967). 

In  applying  the  rule  of  reason  in  patent  cases,  the  Supreme  Court 
has  stated  that  the  patentee  may  grant  a  license  ''upon  any  conditions 
the  performance  of  which  is  reasonably  within  the  reward  which 
the  patentee  bv  tlie  grant  of  the  patent  is  entitled  to  secure."  ( U.S. 
V.  General  Electric.  272  U.S.  476.  1926.) 

On  the  other  hand,  certain  restrictive  business  practices  have  been 
held  violative  of  the  Sherman  Act  without  further  inquiry.  Those 
\-iolations.  commonly  called  per  se  violations,  have  been  considered 
by  the  Supreme  Court  to  be — 

That  category  of  antitrust  violations  made  up  of  agreements  or  practices 
wtiich,  because  of  their  pernicious  effect  on  competition  and  lack  of  any  re- 
deeming virtue,  are  conclusively  presumed  to  be  unreasonable  without  elabo- 
rate inquiry  as  to  the  precise  harm  they  have  caused  or  the  business  excuse 
for  their  use.  {Northern  Pacific  Railway  Co.  v.  U.S.,  356  U.S.  1.  5.    11».")8). 

Some  per  se  illegal  restraints  are  agreements  by  competitors  to 
fix  prices,  to  divide  markets  or  to  boycott  other  parties. 

Scott  amendment  24  incorporates  tlie  rule  of  reason  in  evaluating 
patent  licensing  agreements. 

From  the  relatively  large  number  of  speeches  o^er  tlie  past  several 
years  b}'  Justice  Dej^artment  spokesmen  attacking  many  types  of  re- 
strictions in  patent  license  agreements,  there  is  growing  concern  that 
the  list  of  per  se  violations  may  increase.  This  would  be  unfortunate, 
certainly  for  business  but  also  for  the  public  interest  if  patent  owners 
did  not  have  reasonable  opportunity  to  convey  rights  within  the 
patent  grant.  It  is  EIA's  view  that  the  rule  of  reason  should  be 
preserved  and  applied  in  the  evaluation  of  patent  license  restrictions 
so  that  in  all  cases  a  proper  balance  can  be  reached  consistent  with 
the  needs  for  both  a  strong  patent  system  and  a  freely  competitive 
economy. 

Senator.  I  thank  you  for  the  oppcntunity  to  present  these  remarks 
and  I  shall  be  happy  to  answer  any  questions. 

Senator  McCleli.ax.  Thank  you  very  nuicli. 
(The  statement  referred  to  follows:) 

Statement  of  the  Electroxic  Ixdustries  Association 

Mr.  Chairman  and  members  of  the  Committee,  my  name  is  Raymond  .Johnson. 
I  am  General  Counsel  of  the  I'^lectronic  Industries  Association  and  appear 
roday  on  its  behalf.  ETA  appreciates  the  opportunity  to  testify  in  support  of 
the  lu'inciples  enunciated  in  tlie  Scott  Amendments.  Xos.  2.3  and  24.  to  tin'  hill 
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tor  the  generul  rfvisiou  of  tlie  piiteut  laws,  S.(}43,  autl  in  support  of  Section  (3 
of  the  Supplementary  I>rovisions  of  S.643.  At  this  time,  we  would  like  to  ex- 
plain in  more  detail,  why,  from  a  business  point  of  view,  legislation,  like  the 
Scott  Amendments,  is  needed.  . 

First  I  would  like  to  mention  that  the  Electronic  Industries  Association  is 
made  up  of  representatives  from  over  300  electronic  oriented  companies.  These 
companies  are  engaged  in  the  development  and  manufacture  of  electronic 
equipment.  Further,  these  companies  are  both  large  and  small,  and  a  function 
of  the  Electronic  Industries  Association  is  to  satisfy  both  of  their  needs. 
Our  statement  today  reflects  their  combined  view. 

Substantially  all  of  the  companies,  if  not  all,  participate  in  a  total  invest- 
ment in  excess  of  $4.0  billion  dollars'  annually  in  research  and  development  in 
tlie  hope  of  creating  new  products  for  marketing.  In  developing  new  products, 
these  companies  contribute  heavily  to  the  advancement  of  the  arts  and  our 
standard  of  living.  Thus,  the  public  is  a  benefactor  of  the  incentive  to  invest 
in  research  and  development,  which  investment  is  made  so  as  to  provide  new 
and  profitable  business  for  the  healthy  existence  and  growth  of  the  respective 
companies.  It  is  this  incentive  to  invest  private  capital  in  R&D  that  must  be 
encouraged.  . 

Without  a  strong  patent  system,  copies  could  undercut  the  investor  ot  risk 
capital  and  the  investor  would  be  less  able  to  recoup  his  investment  through 
sales.  Such  copying  would  not  be  in  the  public  interest  becau.se  it  would  dis- 
courage the  iTivestment  of  risk  capital.  Thus,  it  is  important  that  this  Com- 
mittee support  a  strong  patent  system  as  one  means  for  encouraging  risk 
capital. 

In  order  to  encourage  the  investment  of  risk  capital,  it  is  necessary  to  offer 
adequate  inducement.  This  inducement  is  in  part  satisfied  by  the  patent  system 
which  gives  the  patent  owner  a  right  to  exclude  others  for  a  limited  period  of 
time.  It  is  this  limited  right  to  exclude  that  provides  an  opportunity  to  protect 
and  recoup  the  investment.  There  is  still  substantial  risk  even  with  such  pro- 
tection since  not  all  R&D  projects  end  up  as  successful  money  makers  for  the 
investor. 

But.  even  with  this  right  to  exclude,  it  may  be  necessary  for  the  developer 
to  obtain  licenses  from  others  in  order  to  have  the  freedom  to  market  his 
product.  Thus,  if  he  can  utilize  his  patents  to  obtain  a  license  under  the 
patents  of  others,  more  competition  results  at  the  marketplace,  thereby  bene- 
fiting the  public.  The  Scott  Amendment  24  provides  for  the  continuing  appro- 
priateness of  reasonable  cross-licensing  of  patents. 

It  is  not  uncommon  for  a  patent  owner  to  recognize  that  greater  utilization 
of  his  patented  invention  can  be  made  if  it  can  be  produced  more  extensively 
and  thus  made  more  available  to  the  general  public.  In  other  words,  it  is  not 
uncommon  for  a  developer  of  a  new  product  to  find  that  he  is  unable  to  meet 
the  market  demand.  Of  course,  tnie  way  to  overcome  this  inability  is  by  li- 
censing others.  And,  on  occasion,  the  licensor,  in  order  to  i)rotect  the  competi- 
tive edge  acliieved  by  his  innovation,  may  have  to  include  in  his  license  agree- 
ment reasonable  restrictions  within  the  rights  granted  by  the  patent  laws.  The 
Scott  Amendment  24  preserves  the  rule  of  reason  approach  to  obtain  an 
equitable  result. 

There  is  another  side  benefit  resulting  from  encouraging  the  investment  of 
risk  capital,  and  that  is,  the  opportunities  it  provides  to  the  unemployed.  Like 
other  industries,  the  normally  stable  electronics  industry  has  had  to  make 
layoffs  during  the  past  year.  Thus,  encouragement  rather  than  discouragement 
is  needed  both  for  investment  of  risk  capital  and  for  licensing.  The  princli)les  of 
Amendment  24  sui)port  a  strong  patent  system  and  encourage  the  investment 
of  risk  capital  and  indirectly  assist  in  the  alleviation  of  unemployment. 

Once  a  decision  has  been  made  by  the  patent  owner  to  licen.se,  an  element 
of  uncertainty  creeps  into  the  jiicture  because  a  businessman  in  the  present 
climate  cannot  determine  with  any  reasonable  degree  of  certainty  what  limita- 
tions that  are  proper  today  will  become  improper  tomorrow.  This  uncertainty 
stems  primarily  from  current  .Justice  Department  attitudes  as  reflected  by 
their  special  attention  to  patents  nnd  from  pronouncements  by  their  representa- 
tives tliat  various  licensing  practices  which  are  not  improper  under  the  law 
today  should  be  condemned  and  that  anti-trust  suits  will  be  filed  to  bring  about 
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these  changes  in  the  law.  The  result  of  this  is  an  ex  post  faclo  type  situation 
wliich  places  an  unreasonable  burden  and  risk  on  the  businessman  and  his 
company  since  both  criminal  and  civil  penalties  can  result  from  a  wrong  guess 
as  to  which  currently  lawful  practices  will  become  unlawful.  Businessmen  are 
not  interested  in  testing  fine  legal  principles  through  expensive  litigation.  If 
they  decide  not  to  license  because  they  do  not  want  to  expose  themselves  and 
the' corporation  to  possible  antitrust  litigation,  the  public  suffers. 

It  is  thus  important  that  the  businessman  be  provided  with  a  reasonable 
basis  with  which  to  evaluate  the  antitrust  consetiuences  of  his  licensing  de- 
cisions. He  should  not  be  placed  in  a  position  of  doing  something  clearly  within 
the  law  today  and  then  lie  subjected  not  only  to  civil  antitrust  liability  but 
also  to  potential  criminal  liability.  A  businessman  is  not  anxious  to  indulge 
in  this  sort  of  brinkmanship  or  licensing  roulette. 

We  are  told  that  there  are  some  who  feel  that  the  present  wording  of 
Amendment  24  w'ould  make  patent  licensing  even  more  uncertain  than  it  is 
today.  It  seems  to  us.  however,  that  with  the  legislative  expertise  of  this 
Subcommittee,  appropriate  legislation  can  be  drafted  which  would  remove 
much  of  the  present  uncertainty.  AVe  believe  that  Amendment  24  offers  a 
vehicle  to  achieve  the  certainty  the  patent  system  needs. 

The  Electronic  Industries  Association  also  strongly  supports  the  principles 
of  Scott  Amendment  23.  Within  most  companies  in  the  electronics  industry  is 
a  substantial  body  of  technology  developed  at  considerable  private  expense 
which  I  will  here  refer  to  as  trade  secrets.  This  body  of  technology — or  infor- 
mation— contribute.s  significantly  to  the  develoimient  and  maintenance  of  a 
competitive  edge  and  encompasses  what  is  vai'lously  known  as  trade  secrets, 
proprietary  information,  know  how  and  methods  of  doing  business.  While  some 
of  this  technology  is  legally  patentable,  much,  if  not  most  of  it,  is  not.  It  is. 
nonetheless,  valuable  and  requires  the  same  large  investment  for  development 
as  that  which  is  clearly  patentable. 

To  us  as  businessmen,  it  seems  clear  that  some  legal  mechanism  is  needed 
to  protect  the  proprietary  rights  of  the  investor  and  innovator.  Otherwise,  the 
free  loaders  would  quickly  dampen  the  enthusiasm  of  those  who  must  con- 
tribute investment  capital. 

Under  the  Guild  System  of  the  mid-19th  Century,  the  owner  of  a  novel 
technique  would  keep  it  to  himself  in  order  to  maintain  a  competitive  edge. 
In  this  country,  there  has  developed  at  the  state  level  a  body  of  trade  secret 
law  which  permits  trade  secret  owners  to  license  others  without  destroying 
tlieir  jiroprietary  value.  This  fosters  dissemination  of  technology  and  avoids 
wasting  resources  for  duplicative  creation  of  the  same  technology.  This  li- 
censing also  provides  an  important  inducement  to  the  businessman  to  make 
the  necessary  investment  to  develop  his  technology.  For  now,  he  may  recoup 
not  only  from  his  own  use  but  also  from  licensing  others  in  such  a  way  as  to 
maintain  his  comjietitive  edge.  As  in  the  case  of  patents,  the  public  benefits 
from  the  competition  which  arises  from  increased  sources  of  supply  and  from 
increased  use  of  new  technology.  The  United  Slates  as  a  nation  also  benefits 
particularly  from  the  licensing  abroad  of  technical  infoi'mation.  According  to 
recent  studies  made  by  The  Patent.  Trademark,  and  Copyright  Research  Insti- 
tute of  the  George  Washington  University,  aerospace  and  electronic  industries 
receive  approximately  47%  of  their  foreign  licensing-related  income "  from 
know-how  as  compared  with  39%  from  patents  (the  remainder  coming  from 
trademarks  and  designs ;  see  IDEA — The  Patent.  Trademark  and  Copyriglit 
.Journal  of  Research  and  Education.  Vol.  14.  No.  3,  Fall  1970,  "Comparative 
Income  Roles  of  U.  S.  Industrial  Property  Rights  Licensed  Abroad,"  by  Joseph 
M.  Lightman,  page  352).  This  income  represents  millions  of  dollars  annu.ally 
thus  contributing  favorably  to  our  balance  of  payments. 

We  believe  it  highly  desirable  that  this  body  of  trade  secret  law  remain 
viable."  This  in  no  way  detracts  from  our  support  of  a  strong  patent  system. 
Indeed,  we  look  upon  these  two  s.vstems  as  complementary,  each  working  in  its 
Dwn  area  Init  with  similar  goals  and  results.  Thus,  we  .support  legislation 
which  would  make  it  clear  that  Congress  does  not  intend  the  patent  laws  to 
preempt  or  replace  the  laws  permitting  tlie  protection  and  licensing  of  trade 
secret.s.  Even  now  we  are  being  advised  that  perhaps  l)y  licensing  our  trade 
secrets,  we  may  be  placing  them  in  jeoi)ardy  because  of  recent  pronouncements 
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by  the  Supivuie  Cotirt  and  other  Federal  Courts.  Thus,  we  not  only  .supi)ort 
this  legislation,  as  represented  by  Scott  Amendment  23,  but  urge  its  early 
enactment. 

Finally,  we  agree  with  and  support  Section  6  of  the  Supplementary  Pro- 
visions of  S.()43.  Mandatory  licensing  raises  numerous  and  complex  questions, 
and  it  is  unfortunate  that  Section  80S  of  The  Clean  Air  Act  should  have  been 
enacted  into  law  without  the  benefit  of  public  hearings.  One  of  the  problems 
raised  by  mandatory  licensing  relates  to  the  interplay  between  the  inducement 
to  invest  in  research  and  development  provided  l)y  the  patent  laws  and  the 
potential  loss  of  exclusivity  resulting  from  mandatory  licensing.  Until  some 
need  for  compulsory  licensing  is  clearly  demonstrated,  Section  308  should  be 
stricken. 

We  do  not  think  a  need  will  arise.  The  company  which  through  its  own 
investment  has  realized  a  better  mousetrap  is  going  to  exploit  its  invention 
through  production,  licensing  or  both,  and  the  normal  workings  of  a  free 
enterprise  market  will  control  reasonableness  of  price,  quality  and  (|uantity. 
The  myth  of  the  suppressed  invention  is  ju.st  that — a  myth.  Also,  the  ex- 
istence of  exclusivity  will  stimulate  the  competition  to  achieve  an  even  better 
mou.setrap. 

If  a  valid  purpose  or  intent  of  The  Clean  Air  Act  or  any  other  act  were 
being  frustrated  by  the  patent  law.s,  we  are  confident  that  the  Congress,  with 
the  awareness  of  a  .specific  problem,  could,  with  appropriate  hearings,  design 
any  legislation  which  might  be  necessary.  Until  that  time.  Section  308  should 
be  removed  lest,  for  reasons  not  yet  exploited,  it  do  more  harm  than  good. 

Senator  >\r('CLKLT..\x.  Counsel,  do  you  have  any  questions  of  the 
witness,  Mr.  Johnson? 

]Mr.  Brexx.vx.  T  liave  a  question  which  Senator  Hart  has  asked 
me  to  ])ut  to  tlie  panel  and  I  mio:ht  address  to  jNIr.  Johnson. 

Whirli  s])e('ific  cases  l)rouo:ht  by  the  Antitrust  Division  in  tlie 
patent  Held  do  you  find  objectionable  and  why  ? 

Mr.  JoiiNsox.  Two  connnents.  jSTo.  1,  I  am  not  certain  this  may 
not  be  covered  by  a  further  speaker. 

Second,  with  me  at  this  time,  I  do  not  have  a  specific  case  or 
cases,  but  I  shall  be  more  than  happy  to  supply  them  for  the  record. 

Mr.  I^KEXXAX.  Thank  you  very  much. 

Seiuitor  ^NFcClkleax'.  I)o  you  want  to  supply  the  answer? 

^Ir.  Joiixsox.  We  will  attem})t  to  supply  that  for  the  record,  sir. 

Senator  ^NrcCLt'.rxAX'.  Very  well.  You  may  do  so. 

(The  information  referred  to  follows:) 

Supplemental  Statement  by  Raymond  E.  Johnson  on  Behalf  of  the 
Electronic  Industries  Association 

It  is  the  position  of  the  Electronic  Industries  Association,  as  set  forth  in  its 
formal  and  oral  testimony,  that  the  Congress,  with  the  Rule  of  Reason  as  a 
cornerstone,  should  establish  the  proper  bounds  for  the  licensing  of  patents.  Fur- 
ther, the  Congress  by  legislation  siiould  make  certain  the  opportunity  to  protect 
and  license  those  as.sets  generally  known  as  trade  secrets. 

Although  concern  has  been  expressed  within  the  Electronics  Industries  Associa- 
tion with  respect  to  certain  consequences  of  the  decision  to  Lear  v.  Adkins  (30") 
US  (ir)3).  the  position  of  the  Association  is  not  directed  either  to  any  particular 
case  brought  by  the  Department  of  Justice  or  to  any  particular  court  decision. 
Instead,  the  uncertainties  on  which  the  support  for  the  principles  of  the  Scott 
.VnieiidnHMits  23  and  24  are  pi-emised  arise  in  large  part  from  the  many  public 
pronouncenu  nts  of  Government  officials  and  particidarly  persons  associated  with 
tlie  Dejiartment  of  Justice.  Th(>  following  is  a  i)artiai  list  of  such  pronounce- 
ments rei)rinted  by  permission  of  the  author  from  a  footnote  to  a  talk  recently 
given  by  Mr.  Chester  A.  Williams.  Jr..  entitled  "Antitrust  Considerations  and 
Kn()w-riow  Licensing  Agreements." 

Many  of  these  talks,  while  professing  to  be  statements  of  current  law,  can 
readily  be  interpreted  as  suggestions  for  changes  in  the  law  which  will  be  sought 
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by  the  Department  of  Justice  when  a  •■i)i-(>i)er"  ease  eaii  lie  i'ouud.  SikIi  proiKtimce- 
inents  not  only  create  uncertainties  in  the  minds  of  tliose  who  would  grant  or 
take  patent  licenses,  but  also  lead  to  a  substantial  increase  in  the  cost  of  patent 
litigation  by  encouraging  indiscriminate  use  of  the  misuse  defense  in  patent 
infringement  suits.  It  is  therefore  believed  important  that  Congress  enact  as 
law  a  rule  of  reason  for  interpreting  the  reasonableness  of  restrictions  in  patents 
licensing  agreements  so  that  those  charged  with  making  the  business  decisions 
regarding  licensing  will  have  clear  guidelines  concerning  the  bounds  of  proper 
licensing. 

From  the  address  of  :Mr.  Chester  A.  Williams,  Jr. : 

XoTE. — Often,  persons  who  hold  positions  in  the  American  government  when 
delivering  addresses  state  that  the  views  expressed  are  those  of  the  speaker  and 
do  not  necessarily  represent  those  of  any  governmental  agency.  This  qualification 
should  be  l)orne  "in  mind  wherever  references  are  made  in  the  text  of  this  paper 
to  viewpoints  of  the  Department  of  Justice. 

The  following  is  a  partial  listing  of  such  speeches  : 

[a)  Lionel  Kestenbaum.  Director  of  Policy  Planning,  Antitrust  Division,  De- 
partment of  Justice.  "Field-of-Use  Restrictions  in  Patent  and  Know-How  Licens- 
ing." Address  before  the  Lawyers  Institute  of  the  John  Marshall  Law  School  on 
February  21.  1969: 

(h)  Assistant  Attorney  General  Richard  AV.  McLaren,  Head.  Antitrust  Divi- 
sion. Department  of  Justice,  "Patent  Licenses  and  Antitrust  Considerations." 
Address  before  the  Patent,  Trademark  and  Copyright  Research  Institute  of 
(leorge  Washington  University  on  June  5,  19(5!),  (161  U.S.P.Q.  No.  11,  dated 
June  16.  19<)9.  pp.  II-VI)  : 

(c)  Roland  W.  Donnem.  Director  of  Policy  Planning.  Antitrust  Division, 
Department  of  Justice.  "The  Antitrust  Attack  on  Restrictive  Patent  License 
Provisions."  Address  before  the  :Michigan  State  Bar  Convention  on  September  25. 
1969  (5  "Les  Xouvelles"  32.  1/70)  ; 

(d)  Richard  H.  Stern,  now  Chief.  Patent  Unit,  Antitrust  Division.  Department 
of  Justice.  "A  Future  Look  at  Patent  Fraud  and  Antitrust  Laws,"  Address 
before  the  Federal  Bar  Association  Symposium  on  September  25, '1969  (52 
J.P.O.S.  3,  Jan.  1970)  ; 

(e)  Bruce  B.  Wilson.  Special  Assistant  to  the  Assistant  Attorney  General. 
Antitrust  Division.  Department  of  Justice.  "Patents  and  Antitrust — The  Legiti- 
mate Bounds  of  the  Lawful  Monopoly."  Address  before  the  I'atent  Law  Associa- 
tion of  Pittsburgh  on  November  19,  1969  (5  "Les  Nouvelles"  2.  1/70)  ; 

(/)  Bruce  B.  Wilson.  (See  his  title  above  in  this  footnote)  "The  Legitimate 
and  Illegitimate  in  Patent  and  Know-How  Licensing."  Address  before  The 
Lawyers  Institute  of  the  John  Marshall  Law  School  on  February  20.  1970: 

iff)  Richard  W.  ^klcLaren.  Assistant  Attorney  General  (See  title  above  in  this 
footnote).  Address  before  the  National  Industrial  Conference  Board  in  New 
York  City  on  ilarch  5.  1970.  as  reported  in  CCH  Trade  Regulation  Report,  No. 
4.m  dated  3/9/70 : 

(/))  Norman  H.  Seidler.  Chief  of  New  York  Office  of  Antitrust  Division.  Ad- 
dress before  the  New  Y'ork  Patent  Law  Association  on  :March  19.  1970,  as  reported 
in  Vol.  9.  No.  8.  May  1970  NYPLA  Bulletin  ; 

( (■)  Richard  H.  Stern  (See  title  above  in  this  footnote).  Address  on  territorial 
limitations  in  international  technology  agreements  before  American  Patent  Law 
Association  Stated  Spring  ^Meeting  on  May  15.  1970,  as  reported  in  APLA  Bulletin 
for  July-August  li>70  at  pp.  30(^324  : 

(j)  Richard  W.  McLaren  (See  title  above  in  this  footnote).  Address  on  anti- 
trust and  foreign  commerce  before  the  Symposium  on  Antitrust  and  Related 
Issues  and  Their  Solutions  in  International  Trade  and  Productive  Investment  on 
October  16.  1970.  as  reported  in  CCH  Trade  Regulation  Report,  No.  489,  dated 
10/26/70  and  6  "Les  Nouvelles"  44.  3/71)  ; 

(A)  Richard  II.  Stern  (See  title  above  in  this  footnote).  "Territorial  Limita- 
tions in  International  Technology  Agreements."  Addre.'^s  l)efore  the  Federal  Bar 
Association-Government  Patent  Lawyers  Association — Bureau  of  National  Affairs 
Briefing  Conference  on  November  16.  1970  : 

(/,)  Richard  H.  Stern  (See  title  above  in  this  footnote).  "The  Antitrust 
Status  of  Territorial  Limitations  in  International  Patent  Ivicensing."  Address 
before  Antitrust  Law  Section  of  New  York  State  Bar  Association  on  January  27. 
1971:  BNA  Antitrust  &  ''J^rade  Regulation  Report.  No.  49S.  dated  2/2/71.  at 
p.  F-1 : 
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■  (m)  Kicbard  11.  Sti,>ni  (See  title  above  in  (his  f(jotuote).  Address  eoiieerniiig 
antitrust  implications  of  international  technology  agreements  before  Chicago 
Bar  Association  in  February  1971  as  reported  in  BNA's  Patent.  Trademark  and 
Covprigbt  Journal,  No.  15.  dated  2/18/71  at  p.  A-3  ;  and 

in)  Ronald  W.  Donnem  (See  title  above  in  this  footnote),  Address  before 
Board  of  Governors  of  the  National  Electrical  Manufacturers  Association  in 
Now  York  City  on  January  IS.  1971,  as  reported  in  CCH  Trade  Regulation 
Report,  No.  o04,  dated  2/8/71  at  p.  10. 

Mr.  r)REXNAN.  Mr.  McKiniiey. 

STATEMENT  OF  JOHN  A.  McKINNEY,  VICE  PHESIDENT,  JOHNS- 
MANVILLE  CORP.,  OK  BEHALF  OF  THE  NATIONAL  ASSOCIATION 
OF  MANUFACTURERS  (NAM) 

]Mr.  ^IcKiKNEY.  My  name  is  John  ^IcKinney.  I  am  vice  president 
of  Johns-Manville  Corp.,  a  company  wliich  is  active  in  licensing-, 
both  as  licensor  and  licensee.  I  am  here  this  mornijio-  on  behalf  of 
the  XAM. 

The  NAM  will  submit  within  the  next  2  weeks  a  detailed  written 
statement  in  support  of  the  Scott  amendments.  This  mornino-,  I  ha\e 
onl,y  a  few  remarks  on  what  in  general  we  hope  the  Scott  amend- 
ments will  accomplish. 

Now.  the  detailed  purposes  of  these  amendments  are  set  fortli  very 
ably  in  the  materials  which  Senator  Scott  has  presented  just  now 
at  this  hearin<r.  I  do  not  intend  to  repeat  those.  My  remarks  will  be 
from  a  somewhat  different  point  of  view. 

The  origins  of  tliese  amendments  go  i)ack  a  good  many  years. 
])eginning  about  40  years  ago.  there  was  a  concentrated,  continuing 
tide  of  attacks  on  the  validity  of  patents.  Since  that  time,  almost  every 
conceivable  ground  for  invalidating  a  patent  was  devised,  and  in 
most  of  these  cases,  I  think  it  fair  to  say  that  the  courts  did  not 
address  themselves  to  the  question  of  whether  or  not  in  fact  an  actual 
advance  in  the  art  had  been  made.  They  addressed  themseh'es  more 
to  technical  rules  which  are  almost  in  the  nature  of  what  you  might 
call  per  se  rules  of  invalidity.  This  was  very  perplexing  to  the  people 
who  were  in\'ohed  in  the  business  of  innovatiug  and  in  disseminating 
the  technology  relating  to  tlK)se  innovations  to  other  people  in  the 
manufacturing  area  and  thus  ultimately  to  the  public.  In  general, 
the  response  other  than  anguish,  to  these  attacks  on  the  validity  of 
patents  was  to  become  more  liberal  in  licensing.  But  then,  based  on 
a  few  bad  fact  cases,  a  determined  attack  on  the  enforceability  of 
patents  and  license  agreements  was  undertaken.  Even  on  those  very, 
very  few  ])atents  which  were  fouiul  to  be  valid,  the  enforceability  of 
the  patents  was  questioned  and  it  was  always  questioned  in  retrospect. 
It  was  said  years  later  that  A\hat  somebody  had  done  that  was  perfectly 
projK'r  at  the  time  was  now  to  be  looked  upon  as  a  misuse  of  the  patents, 
justifying  the  patents  not  being  enforced. 

The  result  of  all  these  things  was  to  in  effect  punish  the  innovator 
and  leward  the  infringer.  It  permitted  the  licensee  to  get  the  benefit 
of  both  the  technology  and  the  ])rotection  of  the  patent  and  then  at  a 
later  time,  to  avoid  payment  for  either.  Because  of  the  attacks  on  the 
validity  of  ])atents  and  the  growing  number  of  cases  relating  to  the 
unenforcibility  of  presumably  vaWd  patents,  we  have  come  to  a  i)oint 
wh(M-(!  it  is  almost  inconceivable  tliat  a  comjH'titively  int])ortant  patent 
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vvill  be  efl'ecti\ely  ouforccd  in  i\w  c.oiu-ts.  I  do  not.  ivally  know  of  one. 
And  in  all  of  this,  there  has  been  no  rule  of  reason  applied. 

Let  me  give  you  one  example  of  what  1  am  tallying  about.  And 
this,  in  part,  will  answer  the  question  which  Senator  Hart  has  raised. 
1  refer  to  the  Brulotte  case  in  the  Supreme  Court  which  related  to 
an  agreement  having  to  do  wnth  hops-picking  machines,  in  which 
what"^the  licensee  had  really  done  was  buy  some  machines.  There 
happened  to  be  patents  on  the  machines.  The  method  of  payment  for 
the  machines  was  stated  in  terms  of  a  patent  royalty.  It  happened 
that  the  patent  royalty  payment  period  extended  beyond  the  life 
of  the  patents.  There  is  no  evidence  wliatever  tb.at  this  had  any  eifect 
on  the  hops  picking  industry  or  in  any  way  resulted  in  higher  selling 
prices  of  hops  or  beer  to"  the  public.  It  was  a  contract  between 
tvro  parties  having  almost  no  effect  on  anyone  else.  Yet  this  was  a 
matter  which  was  "taken  up  as  being  of  great  national  concern  by  the 
Supreme  Court.  And  without  going  into,  really,  the  reasonableness 
of  whether  this  particular  contract" between  these  parties  was  justi- 
fied, they  made  what  amounted  to  a  per  se  rule:  you  may  not  collect 
royalties  beyond  expiration  of  the  patents  involved. 

Now,  quite  apparently,  there  could  be  circumstances  in  which  it 
was  reasonable  to  both"  parties  to  arrange  their  payments  in  that 
way.  It  was  entirely  possible  that  a  licensee  might  say  to  the  licensor, 
T  will  make  no  profits  from  this  invention  during  the  life  of  the 
])atent  but  I  expect  to  afterwards  and  I  would  like  to  postpone  pay- 
ment entirelv  until  that  time:  I  will  pay  you  on  the  basis  of  what 
I  do  after  the  expiration  of  the  patent  for  a  fixed  number  of  years. 
Yet  for  no  apparent  public  purpose,  the  court  has  said  this  is  not 
to  be  permitted. 

So  licensing,  in  response  to  decisions  of  this  type,  has  been  based 
more  and  more  on  technology  rather  than  on  patents.  As  a  business- 
man, with  many  hundreds  of  thousands  of  dollars  invested  in  the 
development  of  "a  particular  business,  it  is  very  difficult  to  come  to  the 
decision  to  risk  the  whole  thing  on  the  validity  of  patents  where  the 
statistics  show  that  particularly  wdiere  you  have  developed  something 
that  is  of  real  competitive  value,  your  chances  of  effectively  enforcing 
the  patent  are  almost  nil. 

So  we  began  selling  what  was  the  real  asset,  the  technology.  Then 
in  what  has" been  typical  of  the  history  for  40  years,  along  came  the 
Lear  case,  which  presumably  related  to  the  narrow  issue  of  v\'hether 
<or  not  a  licensee  could  challenge  the  validity  of  a  patent  under  which 
he  was  licensed.  But  what  the  ^Lear  case  really  said  and  said  it  several 
times  is.  you  may  not  do  anything  to  interfere  with  the  full  and  free 
use  of  ideas  in  reality  in  the  |")ublic"domain.  And  it  held  specifically  that 
collecting  a  royaltv  was  such  an  interference.  Dissent  went  even  further 
and  said  you  cannot  have  enforcible  contracts  relating  to  technologj^  as 
disting-uished  from  patents. 

FolloAving  the  Lear  case,  there  has  been  speech  after  speech  by 
Department  of  Justice  representatiA'es  in  which  they  interpret  the 
Lear  case  to  mean  that  you  may  not  collect  royalties  for  the  sale  of 
I  echnologv  unless  the  technology  is  "truly  secret  and  valuable." 

We  have  come  to  the  point  where  we  are  about  to  accomplish  exactly 
Avhat  the  antitrust  professors  desired,  the  virtual  destruction  of  the 
]>atent  svstem.  If  we  reach  the  ]ioint  whoi'e  wo  have  to  license  every- 
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body  \vlio  asks  for  a  license  because  Ave  haAC  decided  to  license  one 
party,  the  patent  system  is  no  longer  of  any  value.  If  we  come  to  the 
point  where  someone  cannot  sell  for  a  negotiated  price  a  compilation  of 
purely  i)ublic  information  which  the  purchaser  does  not  want  to  spend 
the  money  to  compile,  we  will  have  virtually  destroyed  any  oppor- 
tunity for  realistic  spreading  of  innovations,  knoAvledge  about  innova- 
tions, to  the  public. 

What  these  speeches,  these  series  of  cases  and  speeches,  have  done 
is  to  make  the  businessman  very  uncertain  about  what  it  is  he  can 
and  can't  do  in  licensing.  It  makes  business  people  very  reluctant  to 
invest  risk  capital  in  the  development  of  products  which  can  readily 
be  copied  by  other  people  or  where,  if  we  cannot  recover  part  of  our 
money  by  way  of  selling  the  technology,  it  is  not  worthwhile  to  go 
into  the  development  to  begin  with. 

I  would  simply  like  to  state  at  this  point  that  the  development 
and  commercialization  of  a  new  product  is  not  the  simple  matter 
which  the  antitrust  professors,  the  Department  of  Justice,  and  many 
judges  appear  to  think  it  is.  And  furthermore,  the  smallest  cost  in 
that  jorocess  is  the  development  in  the  laboratory.  The  biggest  cost 
is  in  developing  a  market,  distribution,  and  making  a  success  out  of 
the  business.  And  j'ou  cannot  expect  the  first  licensee  to  put  the 
money  into  doing  the  initial  phase  of  a  development  program  if  he  is 
immediately  going  to  be  subject  whei'e  he  builds  a  market  to  other 
people  being  licensed  to  come  in  and  say,  "'me,  too,  I  have  the  same 
])roduct."  But  they  do  not  spend  the  money  to  develop  the  market,  the 
distribution,  and  they  have  not  risked  what  the  first  licensee  did. 

The  Scott  amendments  are  intended  to  do  two  things:  Make  a 
start  toward  applying  the  rule  of  reason  to  patent  and  knoAv-how 
licensing.  It  is,  in  eti'ect,  a  start  toward  discouraging  these  per  se 
rules  of  unenforcibility  and  invalidity,  to  stop  stacking  the  cards 
always  in  favor  of  the  licensee.  And  the  other  purpose  is  to  set  out 
a  few  of  the  basic  things  Avhicli  a  licensor  can  safely  do.  on  which 
he  can  safely  invest  time  and  money  and  energy. 

One  thing  about  what  the  amendments  are  not  intended  to  do. 
They  are  not  intended  as  an  attempt  to  turn  back  the  clock.  I  do  not 
know  of  a  single  case  which  would  be  directly  overruled  by  these 
amendments. 

And  take  the  Briilotte  case  to  which  I  referred  as  an  example. 
As  ridiculous  as  most  of  the  people  who  wrote  the  basic  things  on 
which  these  amendments  are  based  thought  that  Brulotte  case  was. 
they  did  not  ask  to  directly  overrule  it.  In  a  subsequent  case,  the 
Supreme  Court  had  made  some  remarks  indicating  recognition  of 
the  fact  that  ))erhaps  you  could  collect  royalties  after  the  expiration 
of  a  ])atent  for  activities  Avhich  occun-ed  before  the  expiration.  This 
is  the  standard  Avhich  has  been  written  into  tiie  proposed  Scott 
amendments.  Tliat  is  merely  an  example.  That  has  been  the  treat- 
ment with  respect  to  all  of  the  portions  of  these  amendments.  It 
is  an  attempt  to  stop  the  Justice  Department  and  the  courts  in  their 
40-year  program  of  making  bad  hnv  based  on  carefully  selected  bad 
fact  cases.  It  is  an  attempt  to  say,  this  is  still  {he  laAv.  let  lis  stop  it  here. 

Thank  you,  sir. 

Scnatoi-  ^rrrr,KiJ..\x.  Thank  you  very  much.  Mr.  ]\fcKinney. 

Counsel  ? 
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Mr.  Brennan.  Dr.  Herwald? 

Senator  McClellan.  I  may  say,  not  having  had  the  opportunity 
to  read  your  statements  in  advance,  I  am  not  prepared  to  interrogate 
you  very  much  today.  However,  after  I  liave  had  the  opportunity 
to  study  your  testimony,  there  may  very  well  be  a  desire  to  submit  to 
each  of  you  or  some  one  of  you,  questions  for  3'ou  to  answer  for 
the  record.  But  for  today,  generally,  we  will  move  along  and  let 
you  get  your  views  in  the  record  right  in  the  beginning  of  these 
hearings. 

STATEMENT  OF  S.  W.  HERWALD,  VICE  PRESIDENT,  ENGINEERING 
AND  DEVELOPMENT,  WESTINGHOUSE  ELECTRIC  CORP. 

]Mr.  Herwald.  Thank  you,  Mr.  Chairman.  I  am  S.  AV.  Herwald, 
vice  president,  engineering  and  development  of  Westinghouse  Elec- 
tric Corp.  Previously,  I  served  as  vice  president  of  research  and  as 
vice  president  for  the  electronic  components  and  specialty  product 
group.  I  was  president  of  the  Institute  of  Electrical  and  lElectronic 
Engineers. 

Since  our  patent  department  reports  to  my  office,  I  am  familiar 
not  only  with  licensing  but  also  with  many  other  aspects  of  inventing 
and  patenting.  I  am  an  engineer  by  education  and  an  inventor,  with 
six  patents  issued  in  my  name. 

Today,  I  am  here  to  support  Amendments  23  and  24  offered  by 
Senator  Scott  to  S.  643,  because  Westinghouse  believes  they  are  neces- 
sary to  protect  the  public  interest  in  the  development  of  American 
technology,  as  well  as  the  interests  of  individual  inventors  and  their 
supporters. 

At  the  outset,  permit  me  to  express,  on  behalf  of  Westinghouse,  our 
appreciation  to  you,  ISfr.  Chairman,  and  other  members  of  the  sub- 
committee, for  your  long  and  painstaking  work  on  this  intricate 
subject.  There  is  public  co?i  fusion  about  the  patent  system.  Your 
thorough  approach — and  indeed  your  enduring  patience — are  there- 
fore most  reassuring  to  us,  especially  when  we  realize  that  the  public 
policy  you  are  formulating  will  affect  the  very  foundations  of  the 
American  economic  and  social  system. 

It  was  largely  because  of  the  current  public  confusion  and  uncer- 
tainties about  our  patent  system  that  I  felt  obliged  to  appear  here 
today  to  offer  the  benefits  of  my  experience  to  whatever  extent  it 
may  be  helpful  to  you. 

Attempts,  some  of  them  successful  in  the  courts,  to  undermine  the 
patent  svstem  have  been  attempted. 

It  is  the  objective  of  the  Scott  amendments  to  halt  by  statute  the 
further  erosion  of  the  ability  of  patentees,  asignees,  and  exclusive 
licensees,  to  license  patents  upon  a  variety  of  terms  and  conditions 
and,  in  a  few  instances,  to  revive  or  return  to  the  law  as  it  existed 
only  a  few  years  ago. 

As  you  know,  the  Scott  amendments  grew  out  of  the  report  of  the 
1966  President's  Commission  on  the  Patent  System  which  emphati- 
cally recognized  the  uncertainty  that  had  developed  in  the  law  on 
patent  licensing.  The  Commission,  in  recommendation  XXII,  specifi- 
cally called  for  statutory  clarification  of  the  licensable  nature  of  the 
rights  granted  by  a  patent  or  patent  application,  and  concluded  that 
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the  "rule  of  reason"  must  be  the  guideline  for  determining  patent 
misuse. 

As  you  also  know,  the  concept  of  the  U.S.  patent  system  stems 
from  the  Constitution  itself.  The  benefits  of  that  concept — granting 
a  legal  monopoly  to  an  inventor  for  a  limited  period  of  time — have 
been  enormous,  not  only  to  inventors  as  individuals,  but  also  to  the 
Nation's  total  economic  development  and  its  world  preeminence  in 
many  technical  fields. 

There  is  a  common  misconception  that  patents  are  secretive  devices 
that  stifle  competition  because  they  apparently  enable  an  inventor 
to  withhold  something.  On  the  contrary,  a  patent  enables  an  in- 
ventor to  disclose  his  discovery,  assured,  for  a  limited  time,  that  he 
can  reap  the  benefits  of  his  enterprise  by  using  the  invention  or  by 
licensing  it  to  others.  Almost  all  patent  holders  are  willing  to  license 
patents.  It  is  the  policy  of  Westinghouse  to  license  widely;  for  one 
thing,  it  helps  spread  the  cost  of  prior  research  and  development. 
As  a  result,  the  inventor  benefits,  his  customers  benefit,  his  licensed 
competitors  benefit;  and  above  all,  the  consumer  and  the  country 
benefit. 

The  whole  idea  that  through  research — the  expenditure  of  time, 
money,  and  brainpower — one  can  develop  productive  ideas  for  the 
public  benefit — for  better  living,  health,  safety,  defense,  and  edu- 
cation— and  at  the  same  time  retain  exclusive  rights  for  a  limited 
time  is  a  fundamental  American  concept.  The  benefits  paid  the 
inventor  are  far  exceeded  by  the  benefits  to  society  as  a  whole.  The 
concept  has  proven  soimd ;  the  evidence  is  overwhelming. 

I  would  like  to  give  you  a  few  examples  from  my  personal  knowl- 
edge that  might  help  further  public  understanding  of  the  patent 
system. 

The  first  is  one  dealing  with  the  development  of  a  special  tube 
capable  of  amplifying  very  weak  X-ray  signals  to  levels  that  can 
be  seen  on  a  tube  much  like  a  TV  picture  tube.  The  invention  per- 
mitted very  substantial  reductions  in  X-ray  dose  to  the  patient  and 
in  the  exposure  to  the  attending  physician.  It  also  permitted  the 
detection  of  clinical  symptoms  heretofore  invisible,  and  made  prac- 
tical X-ray  movies  and  television. 

The  patent  25228132  on  this  image  amplifier  was  issued  in  1950 
and  practically  all  tube  builders  of  these  types  of  tubes  in  the  world 
were  licensed  under  it.  The  benefits  to  society  are  highlighted  in  the 
article  on  page  51  in  Time  Magazine  of  May  10,  1971,  showing  the 
type  of  heart  operations  that  now  are  carried  out  more  or  less  rou- 
tinely that  would  not  have  been  possible  without  this  invention.  It 
is  my  opinion  that  if  the  patent  system  did  not  offer  the  kind  of 
incentives  it  does,  Westinghouse  would  either  not  have  spent  money 
for  this  type  of  research  or  would  have  been  forced  to  be  highly 
secretive  about  it  and  not  spread  the  knowledge  to  other  manufac- 
turers. I  believe  either  course  would  have  materially  slowed  the 
public  benefits. 

Another  example  is  in  the  area  of  electrostatic  air  cleaning  equip- 
ment which  takes  dust,  pollen,  and  dirt  out  of  the  air.  We  call  this 
a  Precipitron  which  is  used  for  general  purpose  air  cleaning  in  homes, 
and  commercial  and  industrial  buildings.  The  teachings  of  this  pat- 
ent  (2129783)   created  a  new  product  for  general  use  and  all  air 
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cleaning  methods  of  this  type  put  into  practical  use  were  covered 
by  it.  Consequently  it  too  was  widely  licensed. 

A  third  example  is  in  the  area  of  transformers.  Two  fundamental 
interacting  challenges  are  associated  with  the  design  of  transform- 
ers, cost  and  electrical  losses.  Costs  for  iron  and  copper  can  be  re- 
duced if  transformers  can  be  constructed  to  run  at  higher  tempera- 
tures, but  high  temperature  insulating  materials  are  generally  exor- 
bitantly expensive.  Therefore,  inexpensive  paper  insulation  had  to 
be  used  at  lower  temperatures  and  this  restricted  overall  transformer 
cost  reduction.  About  20  years  ago  a  AVestinghouse  researcher  dis- 
covered low  cost  additives  which  when  used  with  paper  insulation 
allowed  operation  at  45°  higher  temperatures.  This  resulted  in  con- 
siderable cost  improvement  for  equivalent  transformer  performance. 

Similarly  starting  in  the  late  19.30's  Westinghouse  pioneered  in 
the  application  of  a  new  improved  magnetic  steel  called  Hipersil. 
This  new  material  allowed  reduction  in  size  and  consequently  cost 
;  of  a  transformer  of  a  given  rating.  Our  transformer  designs  using 
this  new  material  proved  to  be  exceedingly  useful  in  military  appli- 
cations in  World  War  II  because  of  weight  reductions  as  great  as 
25  percent.  Designs  for  better  electric  utility  and  industrial  type 
transformers  were  rapidly  develojied.  The  extensive  patents  result- 
ing from  this  effort  covered  many  diiferent  products  and  patents  were 
filed  in  many  different  countries.  Consequently  licensing  generally 
was  done  by  country  on  a  basis  tailored  to  the  product  line  breadth 
of  individual  licensees. 

The  examples  I  have  discussed  are  the  successful  ones.  We  must 
remember  that  there  are  many  research  efforts  which  fail.  It's  a 
gamble.  And  reasonable  patent  protection,  tailored  to  the  situation 
that  develops,  is  the  only  assurance  of  a  payoff  when  a  researcher 
shouts  "Eureka !" 

Let's  look  at  the  process  from  a  business  point  of  view  for  a  mo- 
ment. In\ention  usually  ste'^^s  from  research.  But  research  is  a  most 
expensive  undertaking  from  a  business  viewpoint.  You  can  put  money 
in  a  bank  and  surely  double  it  in  less  than  20  years.  Many  research 
programs  don't  come  up  with  useful  results  for  15  or  20  years,  how- 
ever, and  many  never  come  through  at  all.  Incentives  to  put  money 
into  research  are  the  hopes  that  the  fraction  that  are  successful  will 
payoff  better  long  term  than  putting  money  in  the  bank. 

The  knowledge  that  one's  invention  is  protected  has  a  further  im- 
portant beneficial  effect.  It  encourages  open  discussion.  The  syner- 
gism of  many  people  talking  in  the  same  area  of  interest  stimulates 
a  whole  new  overlay  of  innovation,  leading  to  still  more  invention 
and  a  gathering  momentum  of  technological  progress.  The  work  in 
the  field  of  solid  state  electronics  was  like  this.  Much  of  the  ex- 
change that  occurred  in  IEEE  meetings  of  the  type  that  I  chaired. 
In  my  opinion,  this  would  not  occur  without  adequate  patent  pro- 
tection. 

Before  I  close,  I  would  like  to  touch  on  some  of  the  questions 
raised  in  connection  with  licensing  provisions  such  as  fields  of  use 
and  geographical  territories  covered  by  the  Scott  amendments. 

Patent  rights  which  are  a  limited  field,  limited  time,  legal  mo- 
nopoly are  the  incentive  for  all  the  effort,  money,  and  time  spent 
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in  tlie  quest  of  new  useful  inventions.  AVe  therefore  believe  that  the 
inventor  or  his  assignee  should  have  full  rights  to  license  as  many 
licensees  as  he  can  on  patents  with  whatever  restrictions  on  field  of 
use  or  geography  that  maximize  his  return  for  the  limited  time 
period  of  17  years  at  most.  AVlien  we  apply  for  foreign  patents  within 
each  country's  unique  patent  system,  the  same  rules  should  apply. 

Licensing  agreements  nnist  be  palatable  to  both  licensors  and 
licensees.  Opponents  of  limited  licenses  talk  as  though  all  limitations 
were  strong-arm  tactics  of  the  patent  owner.  That  is  not  true.  West- 
inghouse,  for  instance,  is  also  a  licensee.  In  that  position,  we  nor- 
mally want  the  license  to  cover  only  what  we  wish  it  to,  and  be 
licensed  only  where  we  know  the  license  is  necessary.  Indeed,  other 
uses  may  not  even  be  known  to  us. 

Any  licensor  usually  having  made  a  considerable  prior  investment 
wants  to  maximize  his  return.  To  do  so  he  generally  has  to  find  a 
sufficient  number  of  licensees  with  the  appropriate  product  manu- 
facturing and  geographic  marketing  capability  to  maximize  the  re- 
turn for  the  full  field  of  his  patents  and  the  countries  in  which  he 
has  obtained  them.  This  is  not  restrictive,  anticompetitive  or 
monopolistic;  it  is  adapting  the  patent  system  to  the  most  efficient 
and  beneficial  use. 

Thank  you,  Mr.  Chairman.  I  will  be  glad  to  try  to  answer  any 
questions  that  you  now  or  later  may  put  to  us. 

Senator  McClellax.  Thank  you. 

Coimsel  ? 

Mr.  Brennan.  Mr.  Jones? 

STATEMENT  OF  MARVIN  R.  JONES,  MANAGER  OF  RESEARCH  ANT 
DEVELOPMENT,  CAMERON  IRON  WORKS,  HOUSTON,  TEX. 

Mr.  Jones.  Mr.  Chairman,  I  am  INIarvin  Jones,  Cameron  IroT 
Works.  I  am  the  manager  of  research  and  development  for  Cameron 

Senator  Mc'Clellan.  Mr.  Jones,  do  you  have  a  prepared  statement  ? 

Mr.  Jones.  Yes,  sir,  I  have  an  oral  statement.  I  do  not  have  a 
written  statement. 

Senator  McClellan.  I  did  not  have  one  before  me.  That  is  all 
right. 

Mr.  Jones.  I  am  prepared  to  make  a  written  statement  within  a 
few  weeks. 

Senator  McClellan.  Very  well.  You  may  proceed. 

Mr.  Jones.  Cameron  Iron  AVorks  is  a  "relatively  small  company. 
It  manufactures  steel,  components  for  aircraft;"  it  manufactures 
valves  and  it  manufactures  control  equipment  for  drilling  and  pro- 
ducmg  oil.  Since  I  first  worked  for  Cameron  in  1989,  it  has  grown 
from  approximately  80  employees  to  something  just  under  0,000.  Its 
sales  have  grown  from  less  than  a  million  dollars  per  vear  to  some- 
thmg  in  the  order  of  $125  million  per  vear.  Some  of  its  products 
are  affecting  the  lives  of  almost  any  person  in  the  room.  For  ex- 
ample, hardly  any  gallon  of  gas  buriied  in  your  automobile  has  not 
liad  some  coutact  with  a  Cameron  product.  You  can  hardly  ride  on 
an  aircraft  that  does  not  have  some  parts  made  of  Cameron  steel. 

Cameron  is  unique  among  the  companies  represented  here  this 
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morning  because  of  its  relatively  small  size.  Its  competitors  include 
companies  like  Armco,  FMC  Corp.,  Rockwell  Manufacturing  Co., 
American  Car  &  Foundry,  to  a  limited  extent  U.S.  Steel,  and  other 
companies  of  this  sort.  Cameron  has  managed  to  prosper  over  the 
years  and  make  this  growth  primarily,  I  think,  because  of  the  pro- 
tection afforded  it  by  the  patent  system  of  the  United  States.  It  is 
unique  that  almost  all  of  its  earnings  during  this  period  of  time  hav^e 
gone  into  new  product  development.  During  the  past  year,  approxi- 
mately 80  percent  of  the  sales  volume  covered  products  not  made  or 
known  15  years  ago,  or  even  10  years  ago,  perhaps. 

The  operation  has  benefited  the  public  in  a  large  number  of  ways; 
for  example,  Cameron  has  always  led  the  world  in  manufacturing 
blowout  preventors,  which  prevent  oil  wells  from  blowing  out,  losing 
tremendous  amounts  of  our  natural  resources,  contaminating  our 
environment. 

It  has  made  chokes  under  patents,  controlled  by  analog  computing 
devices  that  kill  a  well  automatically  when  it  is  attempting  to  blow 
out.  It  has  made  automatic  safety  valves  which  react  to  abnormal 
conditions  by  shutting  wells  in. 

All  of  these  developments,  and  there  are  lots  of  other  ones — we 
have  made  developments  in  steel  alloys  and  we  have  made  a  large 
number  of  developments  in  forging  processes  and  machine  processes — 
have  been  made  because  of  the  attractiveness  of  the  climate  for  in- 
vestment in  development  and  research.  For  this  reason,  Cameron 
has  a  considerable  interest  in  the  maintenance  and  the  improvement 
of  that  climate.  We  are  in  the  business  of  recovering  whatever 
amounts  we  can  recover  from  developments,  whether  we  sell  our 
know-how  or  patent  right,  our  trade  secrets.  All  of  these  have  formed 
the  basis  for  agreements  with  other  companies  and  we,  like  some  of 
the  others  here,  have  taken  a  large  number  of  licenses  ourselves.  To 
us,  and  my  own  personal  outlook  may  be  a  little  clouded — I  am  the 
man  at  Cameron  who  is  re-^ionsible  for  selling  management  on  in- 
vesting funds  in  new  projects  or  product  development  throughout  the 
company,  it  is  necessary  for  us  to  i:)repare  a  cash-flow  analysis  that 
will  show  the  company  how,  if  we  invest  a  certain  sum  of  money  in 
developing  a  product  line,  we  will  recoA-er  that  money.  We  have  to 
include  all  of  the  ways,  whether  it  is  going  to  increase  our  share  of 
the  market;  we  have  to  state  whether  or  not  we  expect  to  and  how 
much  we  expect  to  recover  in  patent  licenses,  know-how  licenses,  and 
that  sort  of  thing. 

AVe  have  reviewed  the  Scott  amondments  and  unlike  some  of  the 
other  gentlemen  here,  I  am  not  a  lawyer,  I  am  strictly  an  engineer 
and  not  well  versed  in  law;  howeA'or,  we  think  we  understand  the  in- 
tent of  the  Scott  amendments  and  we  very  much  favor  them.  How- 
ever, there  are  some  other  aspects  of  the  thing  that  I  would  like  to 
touch  on  from  the  standpoint  of  Cameron  and  from  my  own  personal 
standpoint. 

And  that  is,  we  are  very  much  in  favor  of  having  the  law  exist  as 
statutes.  As  legal  laymen,  we  can  find  and  understand  to  a  much 
higher  degree  what  the  law  is  if  we  have  relatively  clearly  state 
statutes  to  work  with  than  we  can  from  any  type  of  summary  that 
we  can  get  from  our  attorneys  as  to  what  case  law  is.  In  fact,  lately, 
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our  attorneys  seem  to  be  almost  as  confused  in  situations  involving; 
case  law  as  we  are. 

Senator  JNIgClellax.  You  can  never  be  quite  sure  what  the  Su- 
preme Court  is  |2;oing  to  say  the  law  is,  can  you? 

Mr.  Jones.  We  never  know,  and  we  cannot  plan  ahead.  It  is  hard 
to  put  down  anything  convincing  enough  to  induce  the  manage- 
ment to  turn  loose  its  hard-earned  capital  if  you  do  not  know  where 
the  reward  is  going  to  come  from,  how  you  are  going  to  get  it  back, 
at  least. 

There  is  another  disadvantage  to  us  in  case  law.  That  stems  from 
the  fact  that  tremendous  areas  remain  undefined  while  the  lawyers 
are  waiting  for  a  test  case  to  come  to  trial  and  to  be  litigated  through 
the  years  until  a  final  decision  so  that  they  can  tell  us  what  is  going  to 
be  the  situation.  Take,  for  example,  the  extent  of  territorial  juris- 
diction of  U.S.  patent  laws.  Our  attorneys  tell  us  they  do  not  know 
whether  if  you  drill  an  oil  well  halfway  between  the  United  States 
and  Cuba,  whose  patent  laws  will  apply  or  how  far  out  they  go.  We 
have  had  an  instance  of  a  competitor  who  for  awhile  infringed, 
in  our  estimation,  a  perfectly  valid  patent  as  far  as  we  were  con- 
cerned, but  they  did  it  at  a  location  90  miles  off  shore.  They  manu- 
factured components,  transported  them  to  the  site,  and  combined 
them  to  make  the  patented  combination  on  the  site.  We  did  not  know 
what  to  do  about  the  thing.  We  talked  to  our  attorneys.  We  did  not 
know  whether  an  ultimate  infringement  had  been  committed  and  we 
could  not  charge  our  competitors  with  inducement  to  infringe  or 
charge  them  with  contributing  to  an  infringement  unless  we  knew 
that  an  ultimate  infringement  occurred.  So  we  did  not  do  anything. 
We  were  stymied  there  and  with  a  few  exceptions  as  it  affects  the 
way  that  we  plan  our  patent  protection  and  draft  our  claims,  this 
remains  an  area  that  is  still  undefined. 

Again,  we  find  that  case  law  applies  to  a  more  or  less  limited,  spe- 
cific set  of  circumstances  and  we  are  forced  to  speculate  beyond  all 
reason  in  deciding  how  they  would  apply  to  a  different  set  of  circum- 
stances. And  as  laymen,  we  never  have  a  real  feel,  and  we  find  our 
attorneys  give  us  opinions  that  differ  considerably.  Maybe  they  are 
in  conflict. 

Lastly,  we  like  statutory  law  because  we  have  an  innate  feeling, 
perhaps  justified,  perhaps  not,  that  there  is  a  certain  stability  in 
statutory  law  that  is  not  available  to  us  in  case  law.  Case  law  seems 
to  us  to  change  rapidly. 

So  for  our  first  point,  we  are  tremendously  in  favor  of  enacting 
into  the  statutes  the  basic  law  that  governs  a  patent  situation. 

I  mentioned  before  that  Cameron  and  I  personally  like  the  in- 
tent of  the  Scott  amendments.  I  do  not  think  that  any  of  our  people 
other  than  our  outside  patent  attorneys  are  qualified  to  discuss  the 
wording  or  the  technical  aspects  of  "this  law.  But  anvthing  that 
frees  us  to  use  this  property— this  is  the  only  title  that"  we  have  to 
some  of  our  intellectual  property— to  use  it  in  the  way  that  benefits  us 
and  helps  us  recover  most,  as  long  as  it  does  not,  obviously,  clearly  go 
ngainst  public  policy,  makes  an  investment  more  attractive  to"  the 
company  and  easier  for  me  to  sell. 

A  large  number  of  licenses  that  we  have,  or  that  we  have  taken  for 
granted,  are  restricted  as  to  territory.   A  large  number  of  these 
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licenses  are  restricted  as  to  certain  patents,  a  group  of  patents  for  the 
same  invention,  but  gotten  in  different  countries.  Generally  we  have 
issued  these  without  any  intent  to  injure  the  public  or  to  do  any- 
thing other  than  form  some  sort  of  operating  basis  between  two 
parties  that  was  mutually  beneficial  and  I  think,  in  looking  back,  that 
they  have  turned  out  to  be  beneficial  to  the  public. 

According  to  our  counsel,  all  of  these  agreements  have  been  lawful 
at  the  time  that  we  entered  into  them.  Now,  we  have  acquired  an  area 
of  doubt  as  to  what  is  legal  and  as  to  whether  or  not  some  other 
agreements  that  we  might  have  made  without  this  doubt  as  to 
whether  we  are  safe  in  entering  into  them  or  not.  If  the  Scott  amend- 
ments can  resolve  this  area  there,  it  will  help  us  and  I  think  gen- 
erally help  the  public  of  the  United  States  as  a  whole. 

If  there  is  one  way  to  measure  the  effectiveness  of  our  patent  sys- 
tem as  far  as  the  public  is  concerned,  it  lies  in  the  amount  of  private 
capital  that  it  draws  into  research.  In  my  experience,  which  has  cov- 
ered perliaps  75  foreign  patents  and  perhaps  40  to  50  U.S.  patents 
in  my  own  name,  in  addition  to  having  worked  with  several  hundred 
patents  very  directly  for  the  company,  I  think  the  sole  margin  of 
our  American  superiority  in  development  probably  stems  more  from 
this  climate  than  any  other  one  thing.  To  that  extent,  it  has  been 
more  beneficial  to  the  public  than  the  patent  climate  in  any  other 
country. 

Thank  you,  sir. 

Senator  McCleli.ax.  Thank  you  very  much,  Mr.  Jones. 

We  will  stand  in  recess  for  about  5  minutes. 

( Recess. ) 

Senator  INIcClellan.  The  committee  will  come  to  order. 

Mr.  Beart,  you  may  proceed. 

Do  you  have  a  written  statement  ? 

STATEMENT  OF  ROBERT  W.  BEART,  SENIOR  VICE  PRESIDENT, 
ILLINOIS  TOOL  WORKS,  INC. ;  ON  BEHALF  OF  THE  ILLINOIS  MAN- 
UFACTURERS ASSOCIATION 

Mr.  Beart,  I  do  not  have  a  prepared  statement.  We  will  submit 
that  to  you. 

Gentlemen,  my  name  is  Robert  W.  Beart.  I  am  senior  vice  presi- 
dent of  Illinois  Tool  Works,  Inc.,  an  Illinois  based  company,  that  has 
experienced  much  of  its  growth  through  research  and  development  and 
the  subsequent  use  of  patents  covering  products  from  those  develop- 
ments. Most  of  our  patents  are  the  result  of  the  ideas  of  our  own  em- 
ployees. We  have  been  licensed  in  recent  years  to  use  the  patents  of 
between  30  or  40  inventors  in  the  United  States  outside  of  our  company. 
We  have  also  licensed  over  the  past  20  years  more  than  100  companies 
in  the  United  States  to  produce  various  of  our  products.  We  have  ex- 
tended licenses  to  various  companies  throughout  the  world  as  well. 

I  am  speaking  today  in  behalf  of  and  as  chairman  of  the  Patents 
and  Trademarks  Committee  of  the  Illinois  Manufacturers  Associa- 
tion, an  organization  of  5,200  companies  of  all  sizes,  types,  and  geo- 
graphical locations  in  the  State  of  Illinois  who  are  responsible  for 
more  than   90    percent  of  the  industrial  production  of  our  State. 
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Ei<i:hty-five  percent  of  our  member  firms  employ  less  than  100  people. 

The  Patents  and  Trademarks  (^ommittee  of  the  Illinois  Mann 
facturers  Association  has  spent  much  time  in  studying;  means  of  im- 
proving the  patent  system  of  the  United  States  and  the  legislation 
that  has  been  proposed  in  recent  sessions  of  Congress.  Our  studied 
opinion  is  that  S.  (54-^  has  synthesized  most  of  the  constructive  sug- 
gestions that  have  developed  in  recent  years.  Amendments  23  and 
24,  more  familiarly  known  as  the  Scott  amendments,  not  only  would 
strengthen  tlie  overall  patent  system  by  clarifying  broadly  the  guide- 
lines of  licensing,  but  also  would  be  in  the  best  interest  of  the  public 
and  provide  additional  competitive  consumer  products  to  make  a 
better  life  for  the  people  of  the  United  States  which  the  system  in 
the  ultimate  is  designed  to  serve  and  benefit. 

In  the  studied  opinion  of  our  Association,  any  legislation  designed 
on  a  reasonable  basis  to  maximize  certainty  to  creators  of  new  prod- 
ucts, as  well  as  the  methods  and  apparatus  for  producing  them,  will 
be  a  stimulus  to  them  to  license  their  creations,  which  in  turn  will  be 
in  the  public's  best  interest.  Presently,  there  is  necessity  for  clarifying 
several  points  contained  in  the  Scott  amendments  to  eliminate  the 
uncertainties  which  we  feel  do  inhibit  licensing  by  many  businessmen. 
It  is  further  the  position  of  IMA  that  the  present  suggested  amend- 
ments do  not  change  any  of  the  existing  case  law.  The  more  precise  or 
codified  law  being  contemplated  by  your  committee  coidd  well  lead  to 
causing  more  R.  &  D.  effort  on  the  part  of  industry,  with  a  view  of 
licensing  contemplated  because  of  business'  clearer  understanding  of 
the  guidelines  within  which  to  operate  and  on  which  they  may  be 
assured  they  will  be  judged. 

Perhaps  the  importance  for  clarification  of  the  present  law  or  what 
might  be  termed  codification  of  the  law  in  its  present  state  to  avoid  the 
dilenmia  that  a  number  of  members  of  our  organization  have  faced  in 
recent  years  will  best  be  illusti-ated  by  an  example,  which  I  feel  brings 
out  the  importance  of  Congress  setting  forth  clearly  tlie  public  policy 
in  the  licensing  area. 

I  should  now  like  to  give  an  actual  example  of  a  situation  of  one 
of  our  member  companies  which  will  perhaps  help  to  clarify  the  di- 
lemma which  we  feel  is  presently  with  us. 

Company  A  spent  many  hundreds  of  thousands  of  dollars  develop- 
ing a  new  and  patentable  form  of  face-type  worm  gearing.  Its  ad- 
vantages were  many — more  economical  to  produce  than  existing 
forms  of  competitive  gearing;  capable  of  manufacture  on  existing 
equipment:  capable  of  manufacture  for  ratios  from  8  to  1  to  300 
to  1 ;  operated  with  gieater  efficiency,  operated  more  quietly  than  all 
competitive  forms  of  devices,  and  could  be  made  of  sintered  metals — 
brass,  iron,  steel,  and  even  plastic.  It  depended  upon  the  load  to  be 
transmitted  as  to  the  matei-ial  to  be  used. 

Company  A  was  willing  to  license  the  product  to  industry.  From 
its  niarket  studies,  it  determined  that  were  it  to  supplant  all  com- 
petitive devices  where  it  could  be  utilized,  the  patented  product 
could  enjoy  a  market  of  more  than  $300  million  in  sales.  Licensing 
efforts  re\ealed  that  no  one  company  served  more  than  a  few  per- 
centage points  of  the  market  from  a"  sales  standpoint.  Each  desired 
to  incorporate  the  gear  product  in  their  ultimate  products  of  manu- 
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facture.  It  was  also  revealed  after  contacting  them  that  companies 
in  the  following  areas  might  consider  taking  licenses  and  adapting 
the  product  if  field  of  use  type  of  licenses  were  granted  which  gave 
benefits  to  each  for  an  exclusive  period.  The  various  areas  that  be- 
came evident  and  showed  interest  were  in  the  field  of  hedge  trimmers, 
floor  polishers,  and  floor  sanders,  gear  drives  for  recording  the  body 
function  of  astronauts  while  in  the  air,  gear  drives  for  hoists  for 
helicoptere,  electric  door  openers,  both  for  garages  and  subway 
trains,  electric  starters  for  gasoline  engines,  the  speed  reduction  unit 
for  high-speed  power  motors,  drives  for  radar  pedestals  on  ships, 
units  used  in  the  atomic  submarine  program,  power  units  for  operat- 
ing gates  for  dams,  drive  units  on  office  elevators,  since  it  had  an 
ability  to  avoid  elevators  plummeting  to  the  bottom  when  failure 
occurred,  drive  units  for  icemaking  machines.  These  are  but  a  few 
of  the  uses  that  were  revealed.  ]\Iost,  if  not  all,  of  the  persons  con- 
tacted in  the  licensing  effort  were  told  that  a  minimum  royalty  and 
diligence  were  demanded  by  the  patentee.  They  wanted  a  field  of  use 
license.  No  interest  was  revealed  by  them  in  using  the  gearing  to  de- 
velop unrelated  business  programs  far  beyond  the  scope  of  their  pres- 
ent business.  They  also  desired  an  exclusive  period  to  adapt  the  pro- 
gram, tool  up  to  make  the  gearing,  and  benefit  from  their  sales  program 
before  competitors.  In  most  of  the  cases,  an  outlay  of  up  to  $250,000 
was  to  be  exj^ended  to  tool  up  to  make  the  gearing. 

The  dilemma  which  the  creator  of  the  gearing  faced  was  the  fol- 
lowing: One,  what  is  the  present  law  status  regarding  field  of  use 
licensing  and  what  will  it  be  5  years  from  now  ? 

Two,  can  a  patent  owner  assume  the  posture  of  granting  tempo- 
rary or  limited  exclusive  licenses  to  afford  the  benefits  of  the  creation 
to  a  company  in  a  particular  area  of  business. 

Three,  can  a  patentee  in  such  a  situation  give  the  licensee  all  of  the 
technology,  including  comi)uter  })rograms  for  designing  of  the  gearing 
and  expect  a  grant  back  of  improvements  on  a  nonexclusive  license 
basis  for  a  royalty  consideration  to  the  licensee  which  would  ultimately 
benefit  the  patentee  and  perhaps  his  other  licensees. 

Fourth,  could  various  royalty  rates  be  charged  dift'erent  licensees  on  a 
different  basis  mider  the  same  patent  ? 

We  submit,  gentlemen,  to  induce  this  creator  company  to  license  in 
such  a  situation  necessitates  a  clear  understanding  of  ramifications 
of  anv  action  he  might  take.  The  present  intent  of  the  amendments 
to  Senate  bill  No.  fUH  to  which  I  am  addressing  my  remarks,  is  to 
clarify  "field  of  use"  licensing,  to  clarify  what  constitutes  reasonable- 
ness in  the  area  of  grantbacks,  and  to  carry  out  the  spirit  of  President 
Johnson's  Patent  Commission  report  as  it  relates  generally  to  licensing. 
In  summary,  the  IMA  definitely  opposes  the  case  by  case  develop- 
ment of  the  law  as  proposed  by  some  in  the  area  of  licensing  and  is 
concerned  that  the  creative  activity  in  industry  that  results  from 
R.  &  D.  will  not  be  made  available  by  license  to  others  in  industry  un- 
less the  existing  state  of  the  law  relating  to  same  is  clarified. 

Further,  it  believes  that  clarification  of  laws  will  lead  to  busi- 
nessmen being  able  to  make  business  judgments  that  will  lead  to  their 
licensing  of  new  products  with  the  inevitable  benefits  to  the  public 
of  more  competitive  products  being  available  to  them  with  more 


206 

jobs  created  to  produce  them.  Perhaps  also,  a  lessening  of  fear  of 
litigation,  based  on  a  reasonable  knowledge  of  factual  results  which 
can  be  expected  if  some  certainty  is  built  into  the  law  of  licensing 
will  benefit  the  smaller  manufacturer,  where  presently  his  inclination 
might  well  be  to  avoid  anv  problems  by  doing  the  job  totally  by  him- 
self. 

We  cannot  conclude  our  observations  concerning  S.  643  without 
referring  to  the  matter  of  compulsory  licensing  as  contained  in  section 
308  of  the  Clean  Air  Amendments  of  1970  and  as  treated  in  part  III, 
section  6,  of  S.  643.  The  compulsory  patent  licensing  section  of  the 
1970  legislation  was  added  without  notice  and  did  not  have  the  benefit 
of  formal  hearing  in  the  Public  Works  Committee. 

S.  643  does  provide  for  the  Administrator  of  the  Environinental 
Protection  Agency  (EPA)  to  recommend  corrective  legislation  to 
Congress  if  he  determines  that  the  intent  and  purposes  of  the  clean 
air  amendments  are  being  retarded  by  any  provisions  of  the  patent 
laws.  This  provision  sets  up  proper  legal  means  by  which  EPA  and 
the  public  welfare  can  be  protected  while,  at  the  same  time,  the  patent- 
holder  also  receives  due  consideration.  It  is  our  view  that  S.  643  will 
correct  the  legislative  error  which  exists  as  the  result  of  the  incorpora- 
tion of  the  compulsory  licensing  provision  in  the  aforementioned 
1970  law.  Expertise  in  such  matters,  historically  rests  in  the  Judiciary 
Committee. 

The  Illinois  Manufacturers  Association  truly  appreciate  having 
had  the  opportunity  to  address  the  committee  and  will  present  a 
formal  paper  on  its  position  by  the  date  which  has  been  set  forth 
by  the  chairman. 

Thank  you. 

Senator  McClellan.  Thank  you  very  much,  Mr.  Beart.  I  believe 
you  have  a  plant  somewhere  in  Arkansas,  do  you  not  ? 

Mr.  Beart.  We  sure  do.  We  have  one  in  Pine  Bluff,  Ark. 

Senator  McClellan.  A  great  town,  a  great  State ;  I  hope  you  are 
having  great  success. 

Mr.  Beart.  We  presently  are,  sir. 

Senator  ISIcClellax.  If  you  need  a  U.S.  Senator  any  time  down 
that  way,  I  represent  you. 

Mr.  Beart.  Thank  you. 

Mr.  Brennan.  Mr.  Browning? 

STATEMENT  OF  JACKSON  B.  BROWNING,  VICE  PRESIDENT  (TECH- 
NOLOGY), CARBON  PRODUCTS  DIVISION,  UNION  CARBIDE  CORP.; 
ON  BEHALF  OF  THE  CHAMBER  OF  COMMERCE  OF  THE  UNITED 
STATES 

Mr.  I^ROWNINO.  Thank  you. 

Mr.  Chairman,  my  name  is  Jackson  B.  Browning.  I  am  vice  presi- 
dent for  technology  of  the  Carbon  Products  Division  of  Union  Car- 
bide Corp. 

Senator  McClellax.  You  have  a  prepared  statement,  I  believe? 

Mr.  Browning.  That  is  correct.  I  am  representing  the  U.S.  Cham- 
ber of  Commerce  and  the  statement  has  been  presented  to  your  com- 
mittee. 
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Senator  INIcClellan.  Very  well.  I  notice  it  is  a  bit  lengthy.  Would 
you  like  to  insert  it  in  the  record  in  full  at  this  point  and  then  high- 
light it  for  us  ? 

Mr.  Browxixg.  I  had  intended  to  ask  to  do  that  and  not  to 
refer  further  to  the  report  unless  you  had  questions  that  you  would 
like  to  ask  of  me.  I  have  three  specific  case  histories  that  I  would 
like  to  discuss  with  the  committee  this  morning  which  do  not  appear 
in  the  prepared  statement. 

Senator  McClellax.  Very  well.  I^et  your  statement  be  printed  in 
full  in  the  record.  You  may  proceed  now  to  elaborate  on  it  or  to  give 
us  any  additional  comments  which  you  choose, 

JMr.  Browxixg.  I  thank  you,  sir. 

The  tliree  situations  I  would  like  to  discuss  with  you  today  are, 
I  think,  illustrative  of  some  of  the  problems  that  occur  when  patent 
owners  attempt  to  gain  the  fruits  of  their  creativity  and  endeavor. 
The  first  has  to  do  with  a  situation  in  which  Union  Carbide  was 
the  licensee  and  took  a  patent  license  from  an  individual  inventor 
some  several  years  ago.  I  do  not  know  what  the  situation  would  be 
today  with  the  current  uncertainty  in  the  law  if  the  same  oppor- 
tunity presented  itself.  The  second  one  has  to  do  with  a  small  manu- 
facturer who  is  not  in  any  way  associated  with  Union  Carbide,  but 
whom  I  serve  on  its  board  of  directors.  The  third  is  an  instance 
involving  Union  Carbide  and  I  think  it  illustrates,  in  contrast  to 
the  first  situation,  that  12  years  after  the  first  one  took  place, 
we  have  a  confused  state  that  has  inhibited  a  development  that  I 
think  has  great  potential  for  consumers  at  this  time. 

In  the  first  instance,  the  individual  inventor  was  a  German.  He 
had  developed  a  mixing  device  which  was  capable  of  mixing  rather 
quickly  and  rather  completely  fluids  of  all  kinds — gases  with  gases, 
gases  with  liquids,  liquids  with  liquids.  He  was  interested  in  devel- 
oping this  technology  for  application  in  the  burner  field  and  par- 
ticularly with  reference  to  was^e  disposal  and  incineration.  He  had 
the  technical  competence  and  the  resources  needed  to  do  this  when 
we  first  saw  him  and  it  was  a  field  that  was  somewhat  foreign  to 
our  usual  activity. 

There  was  reason  to  believe  that  the  technology  could  be  adapted 
for  use  in  the  chemical  industry.  We  had  in  mind  in  particular  the 
mixing  of  chemical  reactants  so  that  reactions  would  take  place 
quickly  with  minimal  side  reactions  so  that  we  would  maximize 
the  yield  of  the  desired  products.  We  thought  the  device  might  be 
used  in  drying  applications  for  plastics  and  the  like,  where  pro- 
longed exposure  to  high  temperatures  would  degrade  the  primary 
material.  There  were  other  potential  applications  which  we  had  in 
mind  which  are  not  relevant   for  the  moment. 

We  accepted  a  field  of  use  license  from  the  inventor  and  excluded 
that  area  where  he  himself  felt  competent  and  adequate  for  its 
promotion.  After  extensive  development  work  which  involved  an 
expenditure  of  many  hundreds  of  thousands  of  dollars,  we  were 
able  to  establish  that  the  process  did  in  fact  work.  As  often  happens 
in  these  cases,  we  found  alternate  solutions  to  our  problems  and 
have  not  to  this  day  commercialized  this  invention. 

In  the  meantime,  in  the  field  of  endeavor  which  he  reserved  for 
himself,  the  inventor  has  proceeded  to  establish   a  business,  has 
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licensed  othei-s  in  this  field  who  were  interested  in  it,  and  has  made 
a  tidy  sum  for  himself. 

I  tiiink  here  is  an  instance  where  field  of  use  licensing  has  worked 
to  the  benefit  of  the  inventor.  It  certainly  has  given  the  public 
every  opportunity  through  our  efforts  to  maximize  the  contribution 
from  tliis  technology. 

The  second  instance  is  not  such  a  happy  one.  The  patentee  here 
is  a  small  businessman,  small  even  when  compared  to  Cameron  Iron 
Works,  in  eastern  Pennsylvania.  This  particular  company  was 
founded  by  an  individual  who  is  interested  in  the  api^lication  of 
ultrasonic  energy  to  welding,  to  metal  drawing,  and  to  extrusion. 
He  liad  developed  techniques  for  generating  and  transmitting  ultra- 
sonic energy  efficiently  to  a  work  piece.  His  expertise  lay  primarily 
in  the  field  of  metal  working.  This  would  be  in  metal  drawing  and 
extrusion,  and  also  in  the  extrusion  of  other  materials  such  as 
plastics.  He  was  not  particularly  expert  in  the  welding  field  in  the 
beginning,  but  he  thought  that  an  application  of  this  particular 
technology  for  welding  might  be  developed  if  he  had  the  backing 
that  he  needed.  To  this  end,  he  formed  a  subsidiary  and  licensed 
to  this  subsidiary  the  exclusive  rights  to  exploit  the  welding  capa- 
bility of  this  technology  and  as  a  result,  was  able  to  get  the  fi'ianc- 
ing  that  he  needed  to  go  ahead  with  his  development  work. 

In  time,  he  was  able  to  add  to  his  basic  patent  structure  a  patent 
on  a  specific  piece  of  equipment  that  was  useful  in  wielding.  It  was 
found  that  the  welding  done  ultrasonically  did  not  impart  heat 
to  the  workpiece.  There  was  no  distortion  as  a  result  of  the  work 
or  the  heat  on  a  workpiece.  The  technique  found  some  acceptance 
in  the  electronics  industry  for  the  welding  of  transistors,  diodes 
and  similar  parts  and  electronic  components. 

In  time,  an  alleged  infringer  appeared  who  at  first  did  not  make 
the  total  device  but  only  a  part  of  it  and  there  w^as  a  question  of 
contributory  infringement.  Discussions  were  begun  with  the  alleged 
infringer,  during  which  period  of  time  he  made  a  full  unit  and 
sold  that.  At  about  this  period  of  time,  the  Department  of  Justice 
wrote  a  letter  to  the  patentee  and  questioned  him  on  his  activities. 
This  created  a  considerable  diversion  of  energv  and  effort  on  the 
part  of  the  iiatentee,  who  was  busily  trying  to  sell  licenses  to  his 
invention  and  who  had  done  so.  The  Department  of  Justice  appar- 
ently decided  in  time  that  there  was  nothing  here  that  warranted 
their  attention  and  the  matter  was  quietly  dropped. 

In  the  meantime,  the  suit  for  infringement  was  filed  and  discovery 
taken  on  the  question  of  infringement  and  A^alidity  of  the  })atent. 
Then  the  patentee  found  himself  confronted  with  a  series  of  charges 
alleging  misuse  of  his  patents  and  antitrust  violations.  The  antitrust 
violation  grew  in  part  from  the  allegation  that  there  was  a  con- 
spiracy between  the  owner — that  is,  the  originator  of  the  technol- 
ogy— and  the  wholly  owned  subsidiary  and  licensee,  in  its  field  of 
use. 

It  is  not  my  purpose  here  today  to  comment  on  the  merits  of 
the  defenses  that  were  raised  in  this  case.  I  was  not  on  the  board 
of  directors  at  that  time,  and  had  no  personal  involvement  in  the 
conduct  of  the  business.  I  point  out  only  that  when  an  inventor, 
a  man  who  had  made  a  contribution  to  technology,  tried  to  enforce 
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his  patent,  he  found  tliat  the  confusion  existin*;  in  the  Law  with 
respect  to  the  field  of  use,  with  respect  to  the  manner  in  Avhich 
a  patentee  may  collect  and  measure  his  royalties,  contributed  to 
charges  of  antitrust  violations  which  greatly  prolonged  the  liti- 
gation. 

It  is  a  fact  that  the  financial  burden  involved  in  successfully 
defeating  this  antitrust  charge  and  in  eventually  prevailing  in  the 
patent  matter  to  the  extent  that  a  license  was  granted  to  the  in- 
fringer, drove  the  patentee  virtually  to  the  stage  of  bankruptcy. 
I  believe  earnestly  that  if  the  confusion  that  then  existed,  and 
which  would  be  dispelled  in  large  measure  by  the  Scott  amendments, 
had  been  absent  at  the  time  of  the  original  charges,  the  temptation 
for  the  defendant's  attorneys  to  exploit  the  antitrust  part  of  the 
litigation  first  rather  than  try  the  patent  issue,  would  have  been 
removed.  This  matter  then  could  have  moved  toward  an  earlier 
decision  and  greatly  lessened  its  burden  on  both  the  defendant  and 
the  plaintiff.  We  could  haAe  had  a  straightforward  decision  on  in- 
fringement and  patent  validity  and  moved  forward  with  the  busi- 
ness. Others  have  profited  by  the  contribution  of  this  patentee  to 
a  much  greater  extent  than  he  has.  As  a  matter  of  fact,  one  could 
argue  that  having  gotten  a  patent,  he  almost  found  it  a  license  for 
bankruptcy. 

The  other  situation  that  I  will  discuss  with  you  this  morning  is 
one  that  I  found  in  my  own  company.  Union  Carbide.  This  came 
to  my  attention  just  last  week  as  I  talked  with  some  of  my  col- 
leagues about  the  possibility  of  my  appearing  before  the  committee 
this  morning.  The  technology  that  I  will  describe  has  been  developed 
in  our  consumer  products  division  and  is  currently  being  exploited 
commercially  by  it.  Briefly,  the  technology  consists  of  devices  and 
systems  for  conveying  very  finely  divided  powders.  Now.  these 
poAvders  are  dispensed  in  an  aerosol  spray  and  to  put  this  into 
context  for  you,  currently  r^ost  aerosol  sprays  contain  20  percent, 
plus  or  minus  a  little  bit,  of  the  active  ingredient  in  the  can  that 
you  buy.  This  system  that  we  have  developed  permits  us  to  dispense 
up  to  95  percent  of  active  ingredient  and  only  five  percent  of  the 
carrier  material.  Our  consumer  products  group  has  a  marketing 
organization  and  a  manufacturing  organization  which  has  made  it 
possible  and  feasible  for  them  to  undertake  the  promotion  of  this 
system  in  the  personal  products  care  line — I  am  speaking  now  about 
deodorants,  feminine  hygiene  products,  foot  powder,  and  the  like. 
I  have  here  an  example  of  the  kind  of  spray  that  is  useful  in  that 
application.  You  can  see  that  there  is  a  metered  dose  that  comes 
out,  enough  for  one  application,  and  you  can  repeat  this  spray  as 
many  times  as  you  like.  That  is  being  commercialized. 

We  have  reason  to  believe  that  A'irtually  the  same  technology  and 
techniques  would  be  useful  in  other  areas,  and  I  will  mention  some 
of  these— in  the  dispensing  of  agricultural  chemicals,  sprays  for 
insecticides,  fertilizers  and  the  like — a  controlled  spray  where  the 
powder  is  not  dispersed  by  a  whole  body  of  aerosol,  would  be  de- 
sirable. 

Here  we  have  a  continuous  spray — that  is  not  insecticide. 

Senator  McClellax.  Is  that  perfume? 

Mr.  Browning.  That  is  perfume.  Nothing  harmful  in  the  powder. 
But  you  can  see  that  that  would  have  some  application  in  the  agri- 
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cultural  industry.  We  do  not  have  a  business  selling  to  consumers 
in  this  particular  field  and  probably  will  not,  at  least  in  the  imme- 
diately foreseeable  future,  exploit  that  particular  part  of  the  tech- 
nology.  I  will  show  you  a  couple  of  other  examples. 

This  one — this  is  one  that  we  think  might  have  some  use  in  the 
pharmaceutical  industry  in  that  the  spray  pattern  that  is  laid  down 
here  results  in  a  very  concentrated  deposit  of  material,  so  that  one 
might  use  it  in  treating  a  wound.  You  can  see  the  pattern  is  very 
controlled  and  you  get  a  very  concentrated  dosage  on  the  aifected 
area. 

And  we  think  that  there  might  be  some  use  for  these  systems — 
not  these  materials,  but  these  systems — in  the  food  industry.  We 
think  in  particular  of  powdered  cx)coa,  powdered  tea,  powdered 
coffee.  Here  the  idea  would  be  to  lay  down  a  quantity  of  powder 
that  is  readily  dissolved.  You  can  see  that  there  is  no  spray,  no 
muss.  It  will  lie  right  there  in  the  cup  and  you  can  put  the  water 
in.  And  we  are  not  in  the  food  mdustry,  we  are  not  in  the  pharma- 
ceutical industry. 

The  thing  that  I  found  that  I  think  is  pertinent  to  your  consid- 
eration here  is  that  the  business  people  in  the  consumer  products 
group  who  are  charged  with  the  responsibility  at  Union  Carbide  of 
maximizing  the  profit  from  these  developments  had  attempted  to 
license  in  the  fields  of  use  where  they  were  not  themselves  inter- 
ested. They  had  been  advised  by  our  attorneys  that  to  do  so  would 
subject  them  to  grave  risks — namely,  this:  While  we  are  making 
money  and  intend  to  continue  to  promote  one  part  of  the 
patent,  if  we  license  in  a  field  of  use  that  covers  any  one  of  these 
others,  we  jeopardize  the  patent  rights  that  we  hold  on  the  total 
system  and  might  find  that  the  part  of  the  business  that  we  are 
operating  in  and  which  is  covered  by  the  patent  would  itself  be 
compromised. 

Now,  the  law  does  not  say  that  today,  but  the  law  is  confused 
to  the  point  that  our  attorneys  have  told  our  business  people  not 
to  license,  even  though  there  are  some  60  companies  on  record  as 
asking  for  licenses  in  these  areas  where  we  think  the  consumer 
could  benefit. 

Let  me  make  myself  clear,  Mr.  Chairman.  I  am  not  telling  you 
that  the  business  people  involved  here  will  continue  in  this  business 
philosophy.  They  might  inde^^d  take  the  risk.  But  I  am  telling  you 
that  up  to  this  point,  they  have  been  inhibited  from  taking  it  and 
T  think  the  adoption  of  the  Scott  amendments  would  eliminate  that 
cloud  from  their  thinking. 

These  are  the  three  instances  I  wanted  to  bring  to  your  attention 
and  I  thank  you  for  your  sharing  them  with  me. 

Senator  McClellan.  Thank  you  very  much,  Mr.  Browning.  Does 
your  company  also  have  a  plaiit  in  Arkansas? 

Mr.  Browxixg.  AVe  do  and  we  are  mindful  of  your  representation. 

Senator  McClellax.  Let  those  present  here  be  notified  that  there 
are  many  good  opportunities  in  Arkansas. 

Mr.  Browxixg.  We  have  found  it  to  be  so. 

Senator  McClellax.  Thank  you  very  much. 

Any  questions,  Mr.  Counsel? 

Mr.  Brexxax.  No. 

(The  prepared  statement  follows:) 
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My  name  is  Jackson  B.  Brwrning.   I  am  Vice  President-Technology, 
Carbon  Products  Division  of  the  Union  Carbide  Corporation.  My  company  is  a 
member  of  the  Chamber  of  Commerce  of  the  United  States,  and  I  am  here  today 
to  give  the  Chamber  Federation's  views  in  support  of  five  legislative  pro- 
posals relating  to  patents  or  the  licensing  of  patents.  With  me  is  Marcus  B. 
Finnegan,  an  attorney  practicing  in  Vlashinston,  D.C. 

In  my  present  position  with  Union  Carbide,  1  am  responsible  for  the 
research,  development  and  engineering  activities  of  the  Carbon  Products 
Divisions.   In  addition,  I  have  some  responsibilities  for  a  group  of  products 
useful  in  aerospace  and  nuclear  applications.  All  patent  activities  of  the 
Carbon  Products  Division  report  to  my  office,  and  I  am  actively  engaged  in 
negotiating  patent  licenses,  both  in  the  United  States  and  abroad. 

My  previous  managerial  positions  with  Union  Carbide  also  brought  me 
in  close  touch  with  the  patent  system.   From  1964  until  1968,  for  example,  I 
served  as  General  Manager  of  the  New  Products  Department,  Linde  Division.   In 
that  capacity,  I  managed  a  number  of  profit  centers  based  on  patents  and  pro- 
prietary processes  which  the  company  had  developed.   Prior  to  that,  I  was 
Vice  President  of  the  subsidiary.  Union  Carbide  Development  Company,  where  I 
participated  in  negotiating  patent  licenses. 

For  the  first  12  years  of  my  tenure  with  the  company  —  1948  to  1960  -- 
I  held  various  positions  in  the  Patent  Department,  including  that  of  Associate 
Patent  Counsel. 
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GENERAL  POSITION  AND  STATEMENT  STRUCTURE 

While  the  call  for  hearings  invited  comment  on  the  general  subject  of 
patent  law  revision,  it  asked  particularly  for  views  on  five  issues  which  have 
not  been  discussed  in  detail  at  previous  hearings.   Our  statement  today  will  be 
confined  to  these  five  issues: 

I.   Proposal  clarifying  a  patent  o^mer's  right  to  let  others 

use  his  patent  upon  reasonable  terms  and  conditions 

(Amendment  24  to  S.  643,  the  General  Patent  Law  Revision 
Bill). 

II.   Proposal  clarifying  the  idea  that  the  patent  statutes 
do  not  preempt  the  general  law  governing  unpatented 
trade  secrets  and  technical  know-how  (Amendment  23  to 
S.  643). 

III.   Proposal  to  repeal  the  mandatory  patent  licensing  require- 
ments in  the  Clean  Air  Amendments  of  1970  —  so  as  to 
avoid  mandatory  licensing  unless  a  clear  need  is  shown 
(Section  46  of  S.  643). 

IV.   Bill  to  increase  the  fees  for  patents  and  trademarks  — 

so  as  to  make  the  Patent  Office  more  self-sustaining  (S.  1255). 

V.   Bill  to  give  applications  for  inventors'  certificates  in 
foreign  countries  the  same  priority  status  as  applications 
for  patents  —  so  as  to  comply  with  previously  signed 
international  agreements  (S.  1252  to  amend  Section  119  of 
the  Patent  Code). 

In  principle,  the  National  Chamber  supports  each  of  these  proposals. 
However,  to  avoid  confusion,  our  reasons  are  set  out  in  five  separate  parts, 
each  addressed  specifically  to  one  of  the  pending  issues.   The  different  parts 
may  be  treated  as  distinct  presentations. 


PART  I.  AMENDMENT  24  TO  S .  643 

This  amendment  deals  principally  with  the  subject  of  patent  licensing. 
It  raises  two  general  issues  which  we  will  take  up  under  descriptive  sub- 
headings: Rule  of  Reason  and  Fair  Play, 

Rule  of  Reason 

Under  this  issue,  the  amendment  intends  to  encourage  technical  and 
economic  progress  by  making  clear  that  a  patent  owner  may  let  others  use  his 
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patent  upon  reasonable  terms  and  conditions.   It  does  not  intend  to  make  new 
lav;,  but  to  clarify  established  lav;. 

It  is  established  law  that  a  patent  owner  —  if  he  chooses  —  may 
license  others  to  use  his  patent  property.   Like  dealings  with  other  kinds  of 
property,  this  is  necessarily  done  by  contract  in  which  the  parties  set  down 
their  respective  rights  and  obligations.  That  is,  the  terms  and  conditions  of 
use  by  the  licensee  are  spelled  out,  much  like  the  terms  and  conditions  of  use 
by  a  renter  are  spelled  out  in  a  lease  for  land.  These  may  include  such  things 
as  the  purpose  of  use  by  the  licensee,  the  royalty  to  be  paid,  and  the  manner  of 
paying  or  calculating  royalties. 

It  is  established  law  that  contract  terms  covering  these  topics  are  prop- 
er, when  reasonably  related  to  the  incentives  implied  in  the  patent  system.  How- 
ever, the  owner  may  not  impose  terms  and  conditions  which  would  amount  to  an 
illegal  extension  of  his  patent.  He  may  not  control  articles  of  commerce  that 
are  not  covered  by  his  patent,  or  try  to  control  or  receive  royalties  for  the 
use  of  patent  articles  after  the  patent  itself  has  expired.  To  do  so  amounts 
to  a  misuse  of  the  patent,  and  the  owner  may  lose  his  right  to  enforce  his  patent 
against  infringers.   In  extreme  cases,  he  may  also  be  guilty  of  an  an  itrust 
violation,  and  thus  liable  to  government  action  or  a  private  suit  for  treble 
damages. 

Amendment  Number  24  intends  to  make  clear  that  this  is  the  established 
law  —  that  reasonable  conditions  in  patent  licenses  shall  not  be  automatically 
or  per  se  illegal.   Pertinently,  it  would  provide  in  Section  271(f)(2)  — 

"No  patent  o^mer  shall  be  guilty  of  misuse  or  illegal 
extension  of  patent  rights  because  he  has  entered  into, 
or  will  enter  only  into  —  an  arrangement  granting 
rights  under  the  patent  that  excludes  or  restricts  con- 
duct in  a  manner  that  is  reasonable  under  the  circum- 
stances to  secure  to  the  patent  owner  the  full  benefit 
of  his  invention  and  patent  grant." 

This  intended  statutory  "rule  of  reason"  paraphrases  to  a  large  extent 
the  law  as  expressed  by  the  Supreme  Court  in  the  1926  case  of  United  States  v. 
General  Electric,  272  U.S.  476.  There,  the  Department  of  Justice  claimed  that 
a  condition  in  a  license  agreement,  which  allowed  the  licensor  to  set  its 
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licensee's  first-sale  price,  violated  the  antitrust  laws.   In  holding  otherwise, 
the  Court  said  that  a  patentee  may  license  another  to  make  or  sell  his  creation 
"for  any  royalty,  or  upon  any  condition  the  performance  of  which  is  reasonably 
within  the  reward  which  the  patentee  is  entitled  to  secure." 

In  antitrust,  it  had  been  long  recognized  that  ordinary  business  contracts 
necessarily  restrict  the  parties  to  some  degree  —  but  that  restrictions  are  law- 
ful when  reasonable  under  the  circumstances.  This  is  commonly  known  as  the  "rule 
of  reason."  The  1926  holding  of  the  Supreme  Court  in  the  General  Electric  case 
recognized  that  patent  contracts  can  have  their  own  rule  of  reason  —  geared  to 
the  goals  of  the  patent  system,  and  the  built-in  means  for  achieving  those  goals. 

The  primary  goal  of  the  patent  system  is  to  give  the  public  full  benefit 
of  continuing  technical  and  economic  progress.   It  achieves  that  goal  by  pro- 
viding incentives  for  the  innovator.   Under  the  system,  the  innovator  receives 
the  exclusive  right  to  make,  use  and  sell  his  creation  for  the  limited  period  of 
17  years.  This  exclusive  right  —  with  its  expectation  of  profit  reward  —  is 
his  incentive.   It  is  basic,  and  was  contemplated  by  the  Nation's  founders  when 
they  provided  for  patents  in  the  Constitution. 

By  the  patent  law  "rule  of  reason",  a  license  contract  reasonably  designed 
to  give  the  patent  owner  his  promised  reward  is  proper  —  even  though  the  contract 
may  put  some  restrictions  on  the  licensee.   Unless  license  restrictions  clearly 
extend  the  patent  beyond  its  legitimate  scope,  antitrust  questions  are  premature. 
Amendment  24  intends  to  make  clear  that  the  Constitutional  promise  of  reward  is 
fundamental  to  the  patent  system  —  and  thai;  license  terms  reasonably  related  to 
that  promise  are  proper.  As  the  Supreme  Court  did  in  1926,  the  amendment  intends 
to  accommodate  antitrust  policy  to  patent  policy. 

Legislative  clarification  of  the  licensable  nature  of  patent  rights  is 
needed,  because  there  has  been  no  clear  definition  of  what  dealings  with  patent 
property  qualify  as  being  reasonably  related  to  the  Constitutional  incentive. 
In  1966,  President  Johnson's  Commission  on  the  Patent  System  thus  spoke  of 
"uncertainty. . .as  to  the  precise  nature  of  the  patent  right..."  It  said: 

'This  has  produced  confusion  in  the  public  mind  and  a 
reluctance  by  patent  owners  and  others  to  enter  into 
contracts  or  other  arrangements  pertaining  to  patents 
or  related  licenses." 
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To  remove  this  uncertainty,  the  Commission  recommended  that  the  "rule 
ol   reason"  be  foniially  written  into  the  law  by  Congress.  Amendment  24  is 
designed  to  carry  out  this  recommendation. 

The  effect  of  the  lack  of  clarity  is  rendered  especially  acute  by  recent 
actions  and  expressed  intentions  of  the  Department  of  Justice  in  attacking  cer- 
tain licensing  practices.  According  to  S.  Chesterfield  Oppenheim,  former  profes- 
sor of  law  at  George  Washington  University  and  the  University  of  Michigan,  the 
Department  fails  to  differentiate  between  patent  policy  and  antitrust  policy. 
Speaking  on  April  21,  1971,  before  the  Licensing  Executives  Society  in  Washington, 
Professor  Oppenheim  said  that  this  failure  "tends  to  defeat  rather  than  to  achieve 
an  accommodation  of  patent  and  antitrust  policies  applied  to  licensing  practices." 

Since  1926,  the  Department  of  Justice  has  tried  to  overturn  the  "rule  of 
reason",  and  officials  of  the  Department  intend  to  keep  trying.   In  hearings  of 
1967  before  this  Subcommittee,  Donald  F.  Turner,  then  Assistant  Attorney  General 
for  Antitrust,  expressed  a  belief  that  the  doctrine  would  be  completely  over- 
ruled in  time.  More  recently,  the  incumbent  head  of  the  Antitrust  Division, 
Richard  W.  McLaren,  expressed  a  like  opinion  in  a  speech  to  the  Patent,  Trademark, 
and  Copyright  Research  Institute  of  George  Washington  University  in  1969. 

In  both  instances,  the  Assistant  Attorneys  General  related  their  remarks 
to  a  specific  license  provision  —  a  requirement  that  the  licensee  sell  at  prices 
prescribed  by  the  patent  owner.   But  putting  the  price  element  aside,  what  is 
really  involved  is  a  general  principle  permitting  varied  other  arrangements  that 
are  reasonably  related  to  the  patent  owner's  exercise  of  his  exclusive  right 
under  his  patent. 

Besides  setting  out  a  general  "rule  of  reason"  in  Section  271(f)(2),  the 
Amendment  refers  specifically  to  such  other  arrangements  —  intending  to  make 
clear  that  they  should  not  be  treated  as  automatic  or  per  se  violations  of  the 
patent  or  antitrust  laws.  Generally,  the  specific  provisions  can  be  categorized 
as  relating  to  (a)  a  patent  owner's  freedom  to  license,  and  (b)  his  freedom  to 
contract  for  and  receive  royalties  from  licensees. 

In  simplified  form,  two  attached  charts  illustrate  these  other  varied 
licensing  arrangements  and  the  Amendment  intent:  Chart  A-  Freedom  to  License  (Blue): 
Chart  B-  Royalties  (Gold). 
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If  the  general  principle  of  reasonable  terras  and  conditions  is  over- 
turned, as  predicted  by  the  Department  of  Justice,  all  license  provisions  would 
be  in  doubt  --  except  the  bare  grant  of  a  right  to  use  and  the  simple  statement 
of  a  royalty  figure.  But  it  would  be  irresponsible  to  forecast  such  an  extreme 
result.   It  is  more  likely  that  the  Department  of  Justice  does  intend  to  tolerate 
what  it  considers  to  be  reasonable  conditions.   In  his  speech  to  the  Patent,  Trade- 
mark, and  Copyright  Research  Institute,  Mr.  McLaren  indicated  some  limited  areas 
where  license  restrictions  or  conditions  might  be  justified. 

The  trouble  with  this  approach  is  that  the  Department  seeks  to  operate 
without  objective  guidelines.   It  intends  to  abrogate  the  "rule  of  reason."  If 
that  is  done,  there  would  be  little  outside  guidance  left.   In  each  Instance,  the 
Department  or  the  Federal  Trade  Commission  could  develop  their  own  criteria  of 
lawfulness  ad  hoc.   In  fact,  a  statement  prepared  for  the  April  21  meeting  of  the 
Licensing  Executives  Society  by  Alan  S.  Ward,  Director  of  the  Federal  Trade 
Commission's  Bureau  of  Competition,  recommended  that  patent  owners  should  have 
license  agreements  cleared  with  the  Government  in  advance,  when  the  law  is  not 
clear.   In  effect,  this  suggests  that  patents  are  subject  to  agency  regulation 
much  like  the  regulation  of  public  utilities. 

There  are  at  least  two  major  faults  in  such  a  situation.   First,  the 
Government  agencies  would  arrogate  to  themselves  policy  and  legislative  powers 
which  properly  belong  to  the  Congress.  Second,  there  would  be  no  assurance  of 
continuity  in  policy;  each  change  in  the  Administration  would  entail  a  new  pro- 
cess of  learning  the  philosophies  of  the  new  administrative  officers. 

To  a  large  extent,  these  problems  already  exist.  The  avowed  intent  of 
the  Department  of  Justice  to  remove  the  "rule  of  reason"  cannot  help  but  intimidate 
the  wary  patent  o^mer.   Inability  to  predict  what  the  law  will  be  from  day  to  day 
can  only  inhibit  freedom  of  action  and  weaken  the  Constitutional  incentive  to  in- 
novate. 

This  effect  was  emphasized  in  a  1968  survey  by  the  National  Industrial 
Conference  Board  on  the  "Domestic  Licensing  Practices"  of  165  manufacturing 
firms.  Two  statements  included  in  the  survey  report  by  corporate  executives 
will  illustrate: 
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"In  United  States  licensing,  it  is  becoming  more  and  more 
difficult  to  outguess  the  Department  of  Justice  and  the 
Courts  as  to  what  may  be  considered  misuse  of  the  patents 
or  a  violation  of  the  antitrust  regulations." 

"All  licenses  must  conform  to  the  antitrust  laws.   Since 
no  one  knows  precisely  what  these  laws  mean,  or  will  mean 
next  year,  this  is  an  area  of  much  concern," 

Besides  permitting  Government  agencies  to  regulate  patent  licensing,  a 
weakened  rule  of  reason  invites  antitrust  issues  in  ordinary  patent  litigation 
bet^i7een  private  parties.   Consider  the  situation  of  defendant's  counsel  in  a 
suit  for  patent  infringement.   It  is  almost  a  standard  tactic  to  defend  by  as- 
serting antitrust  violations  on  the  part  of  a  suing  patent  owner.  A  well- 
financed  patent  o^mer  may  willingly  face  costly  litigation  of  this  kind  in  order 
to  establish  judicial  principles.  An  owner  without  adequate  financial  resources, 
on  the  other  hand,  may  be  forced  to  capitulate. 

This  is  not  to  criticize  the  Bar.  Attorneys  are  under  a  professional 
duty  to  defend  their  clients  with  all  of  the  imaginative  resources  permitted  by 
integrity.  However,  a  clarification  that  reasonable  license  terms  and  conditions 
are  proper  would  reduce  the  number  of  antitrust  litigation  issues  of  doubtful 
merit. 

To  summarize,  the  National  Chamber  supports  the  principle  of  a  Con- 
gressionally  enacted  rule  to  permit  patent  transactions  on  terms  and  conditions 
designed  to  reasonably  permit  a  patent  o^Tner  to  realize  his  Constitutionally 
promised  reward.  We  are  not  committed,  hOTrjever,  to  the  precise  language  in 
;\inendment  24,  and  we  understand  that  the  sponsor,  Senator  Scott,  is  also  willing 
to  accept  language  changes.  We  believe  that  the  Subcommittee  will  be  in  a 
position  to  develop  improved  language  after  it  has  heard  and  read  the  various 
statements  presented  at  this  hearing. 

Fair  Play 

The  National  Chamber  supports  this  aspect  of  Amendment  24,  as  set  out  in 
Sections  261(e)  and  (f).   It  evolves  principally  from  a  1969  holding  of  the 
Supreme  Court  in  the  case  of  Lear  Inc.  v.  Adkins,  395  U.S.  653. 
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The  Lear  case  held  that  a  patent  licensee  may  challenge  the  validity  of 
his  licensor's  patent  —  and  escape  payment  of  royalties,  if  the  challenge  is 
successful.  Prior  to  this  holding,  the  licensee  impliedly  admitted  that  the  patent 
was  valid  —  and  he  was  estopped  at  common  law  from  later  attacking  the  validity 
of  the  patent  under  which  he  was  licensed. 

By  making  the  validity  of  a  patent  subject  to  challenge  at  any  time,  the 
opinion  tends  to  preserve  the  patent  system's  integrity.  To  keep  the  system 
strong,  the  claimed  novelty  or  unobvious  creativity  of  inventions  should  always 
be  open  to  scrutiny. 

The  1969  holding,  however,  presents  problems  of  fairness,  and  could  pro- 
mote unnecessary  litigation  by  encouraging  challenges  to  patent  validity.  Con- 
sider the  case  of  a  patent  o\mer  who  sells  or  assigns  his  patent  to  another.   In 
sales  or  assignroentis,  the  owner  does  not  warrant  the  patent's  validity.  Thus,  in 
spite  of  the  sale  and  his  acceptance  of  consideration  for  the  sale,  under  a 
logical  extension  of  Lear,  the  assignor  could  keep  using  the  patent,  and  then 
attack  the  validity  of  the  patent,  if  the  assignee  tried  to  assert  it  against  him. 

A  like  situation  could  come  up  in  the  case  of  a  licensee.  He  could  contest 
the  patent  and  evade  paying  royalties  by  winning  the  contest.  By  losing  the  con- 
test, he  would  suffer  no  particular  ill  consequences,  since  he  could  simply  re- 
sume payment  of  royalties  and  continue  to  exercise  the  privileges  of  the  license. 

Amendment  24  intends  to  require  that  challenges  to  a  patent's  validity  by 
assignors  (sellers)  or  licensees  should  follow  principles  of  fairness  and  equity. 
If  an  assignor  or  seller,  for  example,  denies  the  validity  of  a  patent  which  he 
has  himself  sold,  he  should  not  be  allowed  to  retain  the  proceeds  of  his  sale. 
The  Amendment  v/ould  provide  that  a  patent  owner  may  not  sell  his  patent  and  later 
claim  that  it  was  invalid,  if  (a)  he  does  not  return  the  purchase  price  received, 
and  (b)  he  knew,  or  reasonably  should  have  known,  about  the  patent's  invalidity 
when  he  made  the  sale. 

The  same  principle  of  fairness  should  be  applied  to  a  licensee.  He 
should  decide  whether  to  accept  or  deny  the  validity  of  his  licensor's  patent. 
He  should  not  be  allowed  to  claim  the  benefits  of  two  inconsistent  positions  at 
the  same  time.   If  he  denies  validity  of  the  patent  covered  by  a  license,  he 
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should  give  up  all  rights  to  that  patent  under  the  license.  Here,  the  Amendment 
would  permit  him  to  claim  that  his  licensor's  patent  is  invalid,  but  he  would  have 
to  (a)  first  renounce  all  future  benefit  from  the  license,  and  (b)  remain  liable 
for  royalties  accruing  prior  to  his  renunciation. 

It  may  be  argued  that  the  licensee  should  be  free  of  all  royalties  under 
an  invalid  patent  —  and  that  he  should  be  able  to  recover  royalties  paid  prior 
to  his  renunciation.  But  this  fails  to  take  into  account  the  true  nature  of  a 
license  agreement  and  the  benefits  derived  by  the  licensee.   In  accepting  a 
license,  the  licensee  gains  immunity  from  suit  for  infringement  by  the  owner,  and 
normally  he  also  receives  at  least  some  technical  assistance  and  information  on 
how  to  put  the  patent  to  use.  All  these  privileges  are  valuable  to  the  licensee, 
even  though  the  patent  may  later  be  judged  invalid. 

By  holding  the  licensee  liable  for  royalties  accruing  before  his  re- 
nunciation, the  amendment  recognizes  the  value  of  these  ancillary  and  incidental 
benefits,  as  well  as  the  value  of  having  immunity  from  suit.   If  the  amendment 
did  not  contain  this  requirement,  a  crafty  licensee  —  with  a  license  running 
over  the  entire  life  of  the  patent  —  could  wait  until  the  last  year,  claim 
invalidity,  and  threaten  suit  to  recover  royalties  paid  to  the  owner  over  the 
years.   In  many  cases,  the  likely  result  could  be  a  cash  settlement  by  the  owner 
to  avoid  costly  litigation.   In  fact,  he  might  take  this  course,  even  when 
strongly  convinced  that  his  patent  is  valid. 


PART  II.  AMENDMENT  23  TO  S.  643 

As  distinguished  from  Amendment  24  (Part  I),  which  covers  dealings  with 
patent  property,  this  amendment  covers  unpatented  industrial  property  of  an  in- 
tellectual nature  —  particularly  trade  secrets.   It  intends  to  make  clear  that 
the  general  law  governing  trade  secrets  is  not  affected  by  the  Patent  Code.  This 
is  to  say,  it  would  state  clearly  that  Congress  does  not  intend  to  preempt  the 
entire  field  of  intellectual  property  law  by  legislating  in  the  patent  area. 

The  amendment  is  offered  as  an  alternative  to  Section  301  in  S.  643,  the 
General  Patent  Law  Revision  Bill.   Both  versions  of  this  section  have  the  same 
purpose,  and  the  National  Chamber  supports  the  principle  of  each.  We  believe, 
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however,  that  Amendment  23  v7ould  better  achieve  the  desired  goal,  because  it  is 
stated  in  more  specific  terms. 

Trade  secrets  and  the  like  are  valuable  properties  tjhich  give  a  businessman 
a  chance  to  gain  an  advantage  over  competitors  who  do  not  have  them.   They  may  con- 
sist of  such  things  as  formulas  for  chemical  compounds;  processes  of  manufacturing 
treating  or  preserving  materials;  or  patterns  of  machines  and  other  devices.   It 
is  not  uncommon  for  a  trade  secret  oimer  to  let  another  use  his  formula  or  process 
under  a  confidential  royalty-bearing  contract.   If  enacted,  the  amendment  would 
protect  an  owner  by  allowing  him  to  enforce  contracts  of  this  kind  under  general 
state  or  federal  law. 

The  amendment  is  needed  because  of  a  dissenting  opinion  by  Mr.  Justice 
Black  in  the  1969  case  of  Lear  Inc.  v.  Adkins  (supra).   There,  Justice  Black,  who 
was  joined  by  two  other  Justices,  argued  that  license  contracts  for  such  things 
as  trade  secrets  and  know-hOT-?  are  not  enforceable.  The  opinion  rests  on  the 
idea  that  Congress  preempted  the  field  of  intellectual  property  protection  in 
passing  the  patent  lavjs  —  and  that  the  states  do  not  have  power  to  enforce  con- 
tracts covering  such  subjects,  by  reason  of  the  Supremacy  Clause  in  the  Consti- 
tution. 

It  is  not  clear  whether  the  rationale  of  this  dissent  will  prevail,  but 
it  has  been  applied  in  at  least  one  lower  court.   And  it  is  a  cause  of  confusion 
and  hesitation  for  businessmen  who  wish  to  share  valuable  secret  information 
with  others.   Enactment  of  .^jnendment  23  would  clarify  the  situation  and  promote 
industrial  progress  by  reopening  the  chances  for  information  exchanges. 

PART  III,  SECTION  SIX  OF  S.  643 

In  effect,  this  Section  of  the  General  Patent  Law  Revision  Bill  v/ould 
(1)  repeal  the  mandatory  patent  licensing  provisions  in  the  Clean  Air  Amendments 
of  1970,  and  (2)  provide  for  a  review  period  to  determine  whether  mandatory 
patent  licensing  is  actually  necessary  to  prevent  environmental  pollution.   It 
contemplates  that  if  mandatory  licensing  does  prove  necessary,  legislation  on  the 
subject  would  be  more  appropriate  in  the  Patent  Code  than  in  the  Clean  Air  Amend- 
ments . 
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The  mandatory  licensing  provisions  were  first  placed  in  the  Clean  Air 
Act  during  deliberations  by  the  Conference  Committee.   Consequently,  these  pro- 
visions came  into  the  law  without  hearings  or  public  debate.   There  was  no  proof 
of  necessity,  and  evidence  of  need  is  still  undeveloped.   The  right  of  a  patent 
ovmer  to  exclude  all  others  from  using  his  creation  is  so  fundamental  to  the 
incentives  implied  in  the  patent  system  that  it  should  not  be  abridged  without  a 
clear  showing  of  necessity. 

V7e,  therefore,  support  Section  Six  and  urge  the  Congress  to  provide  for 
a  review  period  to  determine  whether  a  patent  owner  should  be  compelled  to  share 
his  invention.   If  mandatory  licensing  does  prove  necessary,  we  agree  with  the 
thought  of  Section  Six  that  such  a  provision  should  be  contained  in  the  Patent 
Code  itself. 


PART  IV.  S.  1255 

In  general,  this  bill  would  amend  the  Patent  Code  to  (1)  increase  the 
fees  payable  to  the  Patent  Office  in  connection  with  patent  and  trademark 
applications,  and  (2)  require  that  the  Patent  Commissioner  recommend  to  the  Con- 
gress adjustments  in  the  fee  schedule,  when  the  fees  collected  by  the  Patent 
Office  consistently  fall  below  65  percent  of  the  Office's  operating  cost. 

The  bill's  purpose  is  to  make  the  Patent  Office  more  nearly  self- 
supporting  --  and  place  a  greater  burden  of  operation  on  patent  and  trademark 
applicants. 

This  seems  to  imply  that  the  creative  segment  of  society  (patent  and 
trademark  applicants)  is  the  major  beneficiary  of  the  patent  system.  But,  the 
general  public  is  the  ultimate  and  major  economic  beneficiary  and  should  bear 
a  greater  part  of  the  Patent  Office  operating  cost  than  is  contemplated  by  the 
bill. 

Nevertheless,  we  agree  that  a  reasonable  allocation  of  operating  costs 
between  applicants  and  the  general  public  is  fair.  V/hile  we  believe  that  the 
allocation  contemplated  in  the  bill  is  weighted  too  heavily  against  the 
applicants,  we  are  confident  that  Congress  will  make  the  decision  which  it  feels 
proper  —  and  we  are  v/illing  to  accept  that  decision. 
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But,  going  further,  we  feel  very  strongly  that  the  monies  collected  by 
the  Patent  Office  should  be  put  to  their  most  efficient  use.  For  example,  a 
major  portion  of  Patent  Office  expenditures  relates  to  printing  expenses.   In 
this  area,  the  Commissioner  should  have  the  opportunity  and  the  obligation  to 
secure  printing  in  the  most  efficient  way,  commensurate  with  minimum  cost. 

Congress  might  aid  this  cause  by  relieving  the  Commissioner  of  his 
present  duty  to  use  the  services  of  the  Government  Printing  Office  —  when 
printing  can  be  done  as  well,  and  at  lo^'/er  cost,  elsewhere. 


PART  V.  S.  1252 

We  support  the  passage  of  this  bill  which  would  carry  into  effect  a 
provision  of  the  Convention  of  Paris  for  the  Protection  of  Industrial  Property, 
as  revised  at  Stockholm,  Sweden,  July  14,  1967. 

More  specifically,  the  bill  would  (1)  recognize  an  inventor's  certi- 
ficate as  a  form  of  protection  for  industrial  property  in  a  major  industrial 
nation  (the  USSR),  and  (2)  give  applications  for  inventors'  certificates  in 
foreign  countries  the  same  right  of  priority  as  are  now  given  to  applications 
for  patents  under  Section  119  of  the  Patent  Code. 

Essentially  there  are  two  reasons  for  our  position.  First,  we  feel 
that  recognition  of  inventors'  certificates  as  the  basis  for  a  claim  of  priority 
may  accelerate  the  £l<y.-i   of  new  technology  from  the  USSR  by  facilitating  filings 
for  patent  protection  in  other  countries  of  the  world  by  the  creators  of  such 
new  technology.   Second,  passage  of  the  pending  bill  is  a  desirable  step  in 
facilitating  ratification  of  the  1967  Stockholm  Revision  and  the  Patent  Co- 
operation Treaty  signed  at  Washington,  D.C.  in  June,  1970. 

In  considering  a  priority  based  on  an  application  for  an  inventor's  certi- 
ficate, we  recognize  that  the  inventor's  rights  under  the  certificate  differ  from 
those  granted  by  a  United  States  patent  or  a  patent  granted  by  the  USSR.  We  ob- 
serve, hov;ever,  that  the  requirement  for  disclosure  of  new  technology  in  an 
application  for  a  certificate  is  essentially  the  same  as  that  involved  in  an 
application  for  a  United  States  patent  and  that  the  safeguards  as  to  the  date 
and  authenticity  of  disclosure  are  essentially  the  same  in  both  cases. 
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Senator  McClellan.  We  originally  had  the  afternoon  hearing 
scheduled  for  2  o'clock.  Due  to  some  other  pressing  appointments 
I  have,  I  am  going  to  advance  the  afternoon  session  to  1 :30.  I  hope 
we  will  be  ready  to  move  at  that  time  so  as  to  finish  early. 

I  want  to  thank  each  one  of  you  gentlemen.  If  you  wish  to  submit 
additional  statements  or  information  to  the  committee,  it  will  be 
received  and  placed  in  the  record. 

(AAHiereupon,  at  11 :45  a.m.,  the  subcommittee  was  recessed  until 
1:30  p.m.  of  the  same  day.) 

ArTERNOON    SESSION 

Senator  McClellan.  Very  well.  We  have  scheduled  for  this 
afternoon  Mr.  James  T.  Lynn,  Under  Secretary  of  Commerce,  and 
Mr.  William  Schuyler,  Commissioner  of  Patents;  Mr.  Richard  W. 
^McLaren,  Assistant  Attorney  General,  Antitrust  Division,  Depart- 
ment of  Justice. 

I  believe  our  first  witness  scheduled  is  Mr.  Lynn. 

Mr.  Lynn,  I  note  you  have  a  quite  lengthy  statement.  I  would 
hope  that  you  would  be  willing  to  insert  it  in  the  record  and  high- 
light it. 

STATEMENT  OF  JAMES  T.  LYNN,  UNDER  SECRETARY  OF  COMMERCE; 
ACCOMPANIED  BY  WILLIAM  E.  SCHUYLER,  JR.,  COMMISSIONER 
OF  PATENTS,  AND  RENE  D.  TEGTMEYER,  ASSISTANT  COMMIS- 
SIONER OF  PATENTS 

jNIr.  Lynn.  We  certainly  are  willing  to  do  that,  Mr.  Chairman. 
I  would  like  to  introduce  in  addition  to  Commissioner  Schuyler, 
Assistant  Commissioner  Rene  Tegtmeyer  as  well. 

Senator  McClellan.  Very  well,  we  are  glad  to  welcome  you. 

Mr.  Lynn.  As  a  starter,  let  me  say,  Mr.  Chairman,  that  we  have 
made  an  effort  in  our  written  statement  to  condense  the  material 
that  is  set  forth  in  some  detail,  as  you  have  noted,  in  our  letter 
to  the  committee,  which  is  attached  to  the  statement.  In  an  effort, 
however,  to  save  further  time  of  the  committee,  I  would  like  if  I 
could  simply  to  point  out  that  the  discussion  on  inventors'  certifi- 
cates and  Patent  Office  fees  is  set  forth  at  the  end  of  my  prepared 
remarks  and  unless  you  would  desire  otherwise,  I  will  not  cover 
those  subjects  in  my  oral  statement. 

Senator  McClellan.  I  notice  what  you  are  now  referring  to  is 
condensed  to  about  151^  pages.  If  you  wish  to  read  part  of  it  or 
most  of  it,  you  may  proceed  to  do  so  if  you  think  that  is  a  better 
way  for  you  to  make  your  presentation.  Any  part  you  do  not  read 
will  be  printed  in  the  record.  So  you  may  proceed. 

Mr.  Lynn.  All  right.  Thank  you. 

I  am  pleased  to  be  here  this  afternoon  to  discuss  the  views  of 
the  Department  of  Commerce  on  amendments  Nos.  23  and  24  of 
S.  643,  introduced  on  March  19,  1971,  by  Senator  Scott. 

The  views  I  express  here  this  afternoon  are  those  of  the  Depart- 
ment of  Commerce.  The  Department  of  Justice  has  certain  reser- 
vations about  the  positions  we  have  taken  and  will  express  its  own 
views  on  the  subject. 
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Senator  McClell^vn.  I  think  we  can  state  unequivocally,  then, 
that  the  Government  as  such  or  the  administration  as  such  does 
not  have  a  policy  with  respect  to  this  legislation;  there  is  a  divided 
opinion  in  the  administration  as  to  the  merits  of  these  amendments? 

Mr.  Lynn.  That  is  right,  Mr.  Chairman.  The  administration  has 
decided  that  the  best  contribution  it  can  make  to  the  resolution  of 
these  important  legislative  issues  is  to  share  with  this  committee 
its  analysis  of  the  problems  and  the  points  of  views  which  express 
both  the  interests  of  patent  holders  and  general  antitrust  objectives. 
The  latter  will  be  provided  by  the  Justice  Department  witnesses. 

I  will  also  comment  upon  the  proposed  repeal  of  section  :J08  of 
the  recently  enacted  Clean  Air  Act  of  1970.  Our  written  statement, 
as  I  have  said,  will  cover  S.  1255  relating  to  patent  and  trademark 
fees  and  S.  1252  covering  the  right  to  priority  with  respect  to  in- 
ventors' certificates. 

The  Department's  views  on  S.  643  and  amendments  Nos.  23  and 
24  thereto  are  contained  in  a  letter  of  comment  which  is  appended 
to  my  statement.  The  comments  I  shall  make  here  this  afternoon 
summarize  the  view^s  we  have  put  forth  in  that  letter. 

Amendments  Nos.  23  and  24  clarify  the  licensable  nature  of  the 
patent  grant,  establish  equitable  rules  governing  the  right  of  li- 
censees and  assignors  to  contest  patent  validity  and  continue  the  tra- 
ditional right,  put  in  question  by  recent  court  decisions,  of  States  to 
protect  know-how  and  trade  secrets  and  provide  remedies  against 
unfair  competition. 

Our  patent  system  was  established  with  the  recognition  that  sub- 
stantial rewards  and  protection  must  be  provided  to  encourage 
exploration,  research  and  development,  to  encourage  the  disclosure 
and  publication  of  new  technology,  to  encourage  the  development 
of  new  inventions  and  to  encourage  the  often  substantial  invest- 
ments needed  to  bring  the  fruits  of  these  labors  to  the  marketplace 
for  the  common  good.  It  is  these  incentives  that,  in  turn,  encourage 
businesses  to  compete  in  efforts  to  develop  and  utilize  new  technology. 

The  maintenance  of  technological  superiority  is  crucial  to  our 
status  as  the  world's  major  trading  power.  And  dilution  in  the 
incentives  to  invent  and  commercialize  new  inventions  can  be  trans- 
lated into  a  decline  in  our  export  trade  and  the  substitution  of 
foreign-origin  products  for  those  of  American  industry.  Moreover, 
maintenance  and  encouragement  of  research  and  development  is  a 
vital  factor  in  increased  productivity.  In  turn,  increased  produc- 
tivity is  the  vital  factor  in  increased  real  income. 

The  Congress  in  recent  yeai's  has  conducted  studies  of  the  patent 
system,  including  some  30  studies  between  1955  and  1962  under  the 
auspices  of  the  Subcommittee  on  Patents,  Trademarks,  and  Copy- 
rights of  your  committee.  In  1966,  the  President's  Commission  on 
the  Patent  System  recommended  a  number  of  far-reaching  changes, 
many  of  which  are  reflected  in  S.  643  and  the  Scott  amendments. 

The  Department  considei'S  that  with  certain  modifications  we 
will  discuss,  the  Scott  amendments  provide  a  desirable  revision 
of  the  patent  laws  and  we  strongly  support  their  enactment  with 
such  modifications. 

62-614— 71— pt.  1 16 
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1.   LICENSES  AND   OTHER   TRANSFERS   OF   PATENT   RIGHTS 

The  patent  and  antitrust  laws  are  both  critically  important  to 
the  American  economic  system.  It  has  always  been  understood  that 
the  strong  but  limited  and  temporary  monopoly  accorded  inventors 
under  the  patent  laws  serves  this  system  by  encouraging  the  devel- 
opment and  exploitation  of  inventions  and  the  bringing  of  the 
benefits  thereof  to  the  public.  The  creation  and  utilization  of  new 
inventions  almost  always  demands  risk  capital,  which  will  not  be 
available  unless  patent  rights  are  guaranteed  to  inventors  and  in- 
vestors alike  with  clarity  and  certainty. 

The  freedom  and  certainty  that  a  patent  owner  will  have  in 
licensing  or  otherwise  transferring  his  patent  is  critical  to  the  func- 
tioning of  the  patent  system.  The  greater  this  freedom  and  cer- 
taiiity,  the  greater  the  incentives  t^  invent  and  to  invest  in  the 
commercialization  of  new  inventions  and  to  license  others  to  use 
the  new  technology. 

Also  at  issue  is  whether  the  validity  of  particular,  commonplace 
licensing  practices  ought  to  bo  subject  to  further  uncertainties,  or 
whether  a  statutory  clarification  of  the  rights  of  patent  owners  is 
appropriate.  In  recent  years,  the  patentee's  rights  under  the  law 
have  been  made  uncertain  through  a  series  of  attacks  on  well- 
established  licensing  practices. 

Since  enactment  of  the  Sherman  and  Clayton  acts  there  has 
existed  a  natural  tension  between  the  patent  monopoly  which  is 
grounded  in  the  Constitution  and  the  antitrust  laws  which  are  the 
product  of  congressional  action  regulating  commerce.  In  1955,  a 
half -century  of  legal  precedents  in  the  patent/antitrust  area  was 
summarized  in  the  Report  of  the  Attorney  General's  National  Com- 
mittee to  Study  the  Antitrust  Laws.  That  report  is  an  acknowledged 
landmark.  It  recognized  as  law  and  endorsed  the  correctness  of 
positions,  including  the  rule  of  reason,  that  are  entirely  consistent 
with  the  legislative  proposals  we  make  in  our  letter. 

Since  1055,  however,  there  have  been  continuing  judicial  inroads, 
through  case-by-case  "development,"  on  the  freedom  of  patent  own- 
ers. This  movement  resulted  in  the  19fi6  Eeport  of  the  President's 
Commission  on  the  Patent  System.  This  Commission  consisted  of 
a  bipartisan  group  of  researchers,  inventors,  academicians,  busi- 
nessmen, and  attorneys,  with  only  two  of  the  14  members  coming 
from  the  patent  bar. 

The  President's  Commission  on  the  Patent  SyvStem,  recommenda- 
tion XXII,  proposed  the  amendment  of  the  patent  laws  to  clarify 
certain  aspects  of  the  licensable  nature  of  patents.  Recommendation 
XXII  recognized  that  uncertainty  had  been  created  as  to  the  legal- 
ity of  common  licensing  practices  and  that  patentees  had  become 
chary  of  licensing  their  patents  at  all.  The  Commission  recom- 
mended that  field  of  use  licensing  and  the  traditional  ride  of  reason 
(as  recommended  hereinafter)  should  be  given  statutory  recogni- 
tion in  the  patent  code. 

The  further  erosion  of  patent  rights  in  the  courts  since  that  time 
has  made  clarification  imperative.  There  has  been  little  discussion 
until  recently  as  to  the  precise  form  that  any  clarification  should 
take. 
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This  Department,  reco<;nizino:  the  urgency  of  a  statutory  clarifi- 
cation to  afford  some  certainty  for  patent  owners  without  impairing; 
the  effectiveness  of  either  the  patent  or  antitrust  laws,  recommends 
amendments  to  sections  2(il  and  271  of  S.  64'^).  With  some  exceptions, 
these  recommendations  correspond  to  amendments  Nos.  23  and  24 
to  S.  643,  introduced  by  Senator  Scott.  We  are  in  jjeneral  a<iree- 
ment  with  the  Scott  amendments,  but  prefer  our  recommendations 
for  reasons  I  shall  hereinafter  discuss. 

While  we  know  of  no  studies  that  show,  with  mathematical  cer- 
tainty, the  sip;nificance  of  the  licensin<r  practices  at  issue,  or  the 
adverse  economic  impact  of  the  recently  <Tenerated  uncertainties  in 
the  law,  we  believe  that  wliat  is  known  supports  our  view  that 
these  practices  and  developments  are  important  to  the  value  of  the 
patent  grant. 

2.  I.ICEXSEE  AXD  ASSIGNOR  ESTOPPEL 

A  patent  confers  on  the  patent  owner  the  right  to  exclude  others 
from  making,  using,  or  selling  his  invention  for  a  period  presently 
established  at  17  years.  A  person  wlio  infringes  the  patent  by  prac- 
ticing the  invention  without  the  patentee's  permission  may  be  en- 
joined or  sued  for  damages,  or  both.  When  a  patentee  licenses  his 
patent,  he  is  in  effect  agreeing  not  to  exercise  his  right  to  exclude 
the  licensee  from  practicing  the  invention,  in  exchange  for  legal 
consideration  from  the  licensee,  usually  by  the  payment  of  royalties. 

Occasionally,  a  licensee  decides  for  one  reason  or  another  that 
his  license  is  a  bad  bargain  and  attempts  to  void  it  by  asserting  in 
court  that  the  licensed  patent  is  invalicl.  Courts,  in  upholding  rights 
and  obligations  under  patent  licenses,  have  historically,  under  the 
doctrine  of  licensee  estoppel,  prohibited  attacks  by  a  licensee  on  the 
validity  of  the  licensed  patent. 

A  related  doctrine  is  that  of  assignor  estoppel.  Assignor  estoppel 
comes  into  consideration  when  a  patentee,  after  selling  his  patent 
to  another,  attempts  to  practice  the  invention  and  avoid  infringe- 
ment by  asserting  that  the  patent  is  inA'alid. 

The  recent  Supreme  Court  decision  in  T.eai\  Inc.  v.  Adkins.  395 
U.S.  653  (1969),  overruled  a  host  of  earlier  cases  and  held  that  a 
licensee  is  not  estopped  from  challenging  the  validity  of  a  i)atent 
under  which  he  is  licensed.  This  decision  is  generally  thought  to 
have  completely  overruled  the  long-standing  doctrines  of  licensee 
and  assignor  estoppel.  In  our  view,  legislative  modification  of  the 
Leor  decision  is  necessary  in  the  interest  of  both  fairness  and  en- 
couragement of  transfers  of  patent  rights. 

The  unfairness  results  because  a  licensee  may  refuse  to  pay 
agreed-upon  patent  royalties  while  enjoying  immunity  from  injunc- 
tion as  an  infringer  because  of  his  status  as  a  licensee. 

Although  the  moderating  influence  of  the  estoppel  doctrine  dis- 
couraged such  practices  by  licensees  before  Lenv,  it  is  already  lie- 
coming  common  practice  for  would-be  infringers  to  accept  the 
shield  of  a  patent  license  and  then  challenge  the  validity  of  a 
patent. 

In  order  to  eliminate  the  unfairness  of  the  Leni'  case,  we  have 
drafted  a  new  provision  which  is  set  forth,  witli  supporting  reasons, 
at  pages  27  through  30  of  our  letter. 
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3.  RULE   or  KEASON" 

Amendment  No.  24  would  codify  a  "rule  of  reason"  for  deter- 
anining  the  legality  of  agreements  transferring  patent  rights.  A 
revised  version  of  a  similar  rule  that  we  endorse  is  set  forth  at 
pages  30-31  of  our  letter. 

Our  rule  would  not  change  existing  decisional  law,  but  it  would 
settle  uncertainties  that  have  been  created  by  the  writings  of  niuner- 
ous  commentators. 

There  are  a  number  of  licensing  practices  in  common  use  today; 
e.g.,  package  licenses,  various  kinds  of  royalty  arrangements,  and 
patent  pools,  about  which  doubts  exist  as  to  their  enforceability  in 
light  of  the  patent  misuse  doctrine.  In  our  opinion,  a  rule  of  reason 
should  be  adopted  in  judging  the  propriety  of  these  and  other 
commercial  practices.  Each  licensing  situation  should  be  judged  on 
its  merits  in  light  of  all  the  surrounding  circumstances  in  deter- 
mining whether  or  not  the  license  in  question  goes  beyond  the 
reasonable  reward  a  patentee  may  receive  for  his  patent.  Also,  the 
legality  of  yet  untested  practices  should  be  judged  in  accordance 
with  a  rule  of  reason. 

This  proi>osal  is  supported  bv  the  leading  case  of  United  States  v. 
General  Electric  Co.,  Trl  U.S.  476  (1926),  and  the  later  decided 
cases,  and  by  both  the  1955  Attorney  General's  Eeport  and  the 
1966  Report  of  the  President's  Commission. 

Our  provision  talces  into  account  a  number  of  exceptions  to  the 
rule  of  reason,  tlioreby  continuing  the  prevalent  line  of  judicial 
reasoning  as  to  these  enumerated  exceptions.  The  fact  that  these 
exceptions  are  excluded  from  consideration  under  the  standard  of 
our  proposed  subsection  does  not  automatically  make  them  per  se 
illegal.  Rather,  they  would  be  treated  as  if  no  patent  exists.  There- 
fore, they  would  retain  their  present  legal  status  under  court  deci- 
sions. We  point  out  that  none  of  the  five  licensing  practices  enumer- 
ated as  falling  outside  the  rule  of  reason  we  propose  are  now 
judicially  condemned  as  per  se  illegal. 

4.  ROYALTIES 

Amendment  No.  24  relates  to  the  legality  of  various  royalty  and 
payment  provisions.  Somewhat  different  language  that  we  support 
can  be  found  at  pages  33-34  of  our  letter. 

Royalty  and  payment  provisions  are  the  subject  of  proposed 
section  271  (i).  Provisions  of  this  kind  have  been  closely  examined 
by  courts,  and  a  considerable  body  of  law  has  developed  aroimd 
their  legality  or  illegality.  Our  proposed  section  identifies  com- 
monly used  royalty  or  pricing  practices  wliich,  standing  alone, 
parties  should  be  able  to  include  in  patent  licensing  agreements. 
If  other  factors  or  circumstances  are  present  in  a  license,  the  rule 
of  reason  would  be  applied  in  considering  the  legality  and  enforc- 
ibility  of  the  license. 

The  specific  applications  of  the  proposed  provision,  and  the  exist- 
ing case  law  are  discussed  in  detail  at  pages  34  through  38  of  our 
letter. 
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5.   THE  LICENSE  OF  LESS  TIIAX   THE  TOTAL  PATEN'T  RIGHT 

Our  recommended  provisions  witli  respect  to  'Tield  of  use"  li- 
censes may  be  found  at  page  39  of  our  letter.  These  provisions 
codify  the  -svell-settled  rule  of  the  General  Talking  Putures  case, 
and  numerous  later  cases.  They  would  specifically  authorize  a  mun- 
ber  of  conventional  licensing  practices  where  a  license  is  given  for 
less  than  the  totality  of  patent  rights  possessed  by  the  patent  owner. 

Field-of-use  licenses  are  commonplace  and  there  are  a  rich  variety 
of  excellent  reasons  for  such  licenses.  Specific  applications  of  our 
suggested  provisions,  along  with  a  description  of  existing  case  hiw 
and  the  reasons  why  these  provisions  are  justified  are  set  forth  at 
pages  89  tlirougli  41  of  our  letter. 

The  proposed  subsection,  however,  does  not  immunize  from  the 
antitrust  laws  or  the  doctrine  of  patent  misuse  any  license  for  less 
than  the  entire  patent  rights  where  the  license  also  imposes  im- 
proper conditions  on  a  licensee  or  where  there  are  factors  or  cir- 
cumstances surrounding  the  license  which  may  require  evaluation 
under  a  rule  of  reason. 

We  recognize  that  amendment  Xo.  24  to  S.  643  is  intended  to 
accomplish  this  ssame  purpose.  Our  proposal,  however,  seems  clearer 
and  less  likely  to  create  confusion  over  its  meaning. 

G.  THE  PREEMPTION  OF  PROPRIETARY  RIOIITS 

A  recent  opinion  of  the  U.S.  Supreme  Court  lias  brought  into 
question  the  extent  of  protection  available  outside  of  the  patent 
system  for  trade  secrets,  technological  know-how  and  similar  kinds 
of  proprietary  knowledge.  If  the  opinion  in  this  case  is  not  modi- 
fied, it  could  not  only  lead  to  abrogation  of  domestic  agreements  con- 
cerning trade  secrets,  know-how  and  confidential  disclosure-^,  but 
could  also  lead  to  the  setting  aside  of  agreements  made  in  this 
country  with  foreign  nationals  involving  over  $1  billion  in  favorable 
balance  of  payments. 

The  proposed  section  would  prevent  preemption  by  the  patent 
laws  of  rights  which  are  enforceable  today  only  by  private  contract, 
or  otherwise  recognized  under  State  or  other  Federal  laws.  Also, 
it  would  peiTnit  States  to  continue  recognizing  the  common  practice 
of  licensing  or  selling  inventions  for  which  an  application  for 
patent  is  pending. 

The  section,  as  pointed  out  above,  further  assures  against  en- 
croachment of  the  right  of  States  to  guard  against  certain  unfair 
trade  practices.  It  would  permit  States,  for  example,  to  provide 
redress  by  labeling  and  the  like  against  certain  kinds  of  mifair 
competition,  such  as  the  copying  of  au  article  so  as  to  create  con- 
fusion as  to  its  origin  or  the  palming  off  of  goods. 

The  department  endorses  section  301  of  S.  643,  and  would  not 
object  to  enactment  of  amendment  No.  23  of  Senator  Scott. 

7.   AMEXDMKXT  OF  THE  CLEAN   AIR  ACT 

Section  6  of  the  transitional  and  supplementary  provisions  of 
S.  643  would  repeal  section  308  of  the  recently  enacted  Clean  Air 
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Act  of  1970.  That  law  requires  the  compulsory  licensing  of  patented 
inventions  relating  to  air  pollution.  We  support  repealing  this 
compulsory  licensing  provision  on  the  ground  that  the  act  as  pres- 
ently drafted  will  undermine  the  role  of  the  patent  system  and 
remove  the  incentive  for  technological  innovations,  particularly 
with  respect  to  independent  inventors. 

The  constitutionally  authorized  protection  the  patent  system  ac- 
cords to  inventors  is  a  key  element  in  spurring  the  development  of 
new  technology.  A  system  of  compulsory  licensing  may  significantly 
deter  these  incentives,  especially  in  areas  when  the  need  for  inno- 
vation is  so  urgent.  Also,  there  is  no  evidence  that  the  developers 
of  new  air  pollution  control  technology  would  refuse  to  make  it 
available  either  under  licenses  or  by  direct  sales  to  users. 

That,  INIr.  Chairman,  would  complete  my  formal  remarks. 

Thank  you  very  much. 

Senator  INIcClellan^.  ]Mr.  Brennan,  do  you  have  any  questions? 

Mr.  Brennan.  I  think  it  might  be  helpful,  Mr.  Chairman,  just 
for  the  record,  to  have  some  brief  comments  on  the  patent  fee 
question,  because  there  will  be  later  testimony  on  that  point,  and 
I  think  it  will  be  well  to  have  at  least  some  remarks  in  the  record 
concerning  the  department's  viewpoint — either  jSIr.  Lynn,  or  the 
Commissioner,  as  you  wish,  just  to  summarize  the  department's 
recommendations. 

]Mr.  Lynn.  I  think  I  can  do  that  best  by  referring  to  my  formal 
remarks. 

Senator  ^IcClellan.  I  think  so,  yes. 

]\Ir.  Ltnn.  S.  1255  would  adjust  the  Patent  Office  fee  schedule. 
It  would  increase  the  level  of  certain  fees  and  change  the  nature 
of  some  fees. 

However,  the  specific  amounts  of  most  fees  would  continue  to  be 
fixed  by  statute. 

The  income  from  Patent  Office  fees  has  now  fallen  to  about  50 
percent  of  the  costs  of  operating  the  Patent  Office.  S.  1255  would 
increase  the  income  to  the  general  area  of  75  percent  of  costs. 

Tlie  Department  of  Commerce  supports  Patent  Office  fees  which 
would  recover  a  fair  share  of  Patent  Office  operating  costs  from 
the  special  beneficiaries  of  the  patent  and  trademark  systems. 

Congress  last  adjusted  Patent  Office  fees  in  1965,  after  extensive 
hearings  on  the  subject.  Xow  it  appears  that  further  fee  increases 
are  called  for. 

To  avoid  the  necessity  for  frequent  consideration  of  the  fee  ques- 
tion, the  Department  of  Commerce  believes  that  instead  of  setting 
specific  fee  levels  b^'  legislation,  it  would  be  preferable  for  the 
Congress  to  enact  general  guidelines  concerning  Patent  Office  fees, 
and  authorize  the  Commissioner  of  Patents  to  adjust  fees  within 
these  guidelines. 

Consistent  with  established  Government  policy  on  user  charges, 
it  is  believed  that  Patent  Office  fees  should  recover  100  percent  of 
the  costs  of  providing  services  of  the  Patent  Office  which  convey 
special  l^enefits  to  recipients  above  and  beyond  those  accruing  to 
the  public  at  large. 

Senator  McClellan.  May  I  interrupt? 
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Mr.  Ltxx.  Yes,  certain!}'. 

Senator  McClellax.  Do  I  understand  that  it  is  the  policy  or  tlie 
recommendation  of  the  Department  of  Commerce  that  fees  be  fixed 
at  a  rate  or  at  a  level  that  will  fully  recover  the  cost  of  operating 
the  patent  department? 

Mr.  Ltxx.  No,  sir. 

Commissioner  Schuyler,  you  can  correct  me  on  this  if  T  am  wrong. 

Senator  McClellax.  I  thonglit  I  heard  you  say  it. 

Mr.  Ltxx.  Xo,  Mr.  Chairman,  my  comment  was  limited  to  re- 
coverinfT  100  percent  of  the  cost  of  providintr  those  servicCvS  which 
do  not  accrue  to  the  benefit  of  the  public  at  large— the  direct  and 
immediate  costs  of  examining  patent  and  trademark  applications 
and  providing  other  services  to  special  beneficiaries. 

Senator  McCeellax.  I  see.  I  did  not  quite  understand  you.  I  heard 
that  100  percent. 

Let  me  ask  you  what  you  believe  is  a  fair  proportion — I  thought 
I  heard  you  say  it  a  while  ago 

Mr.  Ltxx.  I  did,  sir. 

Senator  ]\rcCLELLAX'.  Percentagewise,  what  do  you  think  is  fair 
as  between  the  patentees  and  the  taxpayers? 

Mr.  Ltxx.  Commissioner  Schuyler,  do  you  want  to  take  this? 

Mr.  ScHUTLER.  I  believe.  Mr.  Chairman,  that  the  position  of  the 
administration  is  that  the  expenses  of  the  Patent  Office  should  be 
divided  into  several  categories. 

For  these  services  which  benefit  users  or  applicants  for  patents 
or  applicants  for  trademarks,  the  fee  should  be  set  to  cover  100 
percent  of  the  expense,  but  any  expenses  of  services  of  the  Patent 
Office  which  accrue  to  the  benefit  of  the  public  at  large  and  do  not 
inure  directly  to  the  benefit  of  one  of  the  users  of  the  Patent  Office 
would  be  supported  by  appropriated  funds. 

Senator  ]McClellax.  In  theory  that  is  good,  I  suppose.  If  they  are 
going  to  make  a  profit,  they  ought  to  pay  the  cost  of  whatever  is  in- 
volved in  procuring  the  patent  insofar  as  he  is  going  to  be  the  owner 
of  it  and  have  a  license  or  exclusive  right  to  market  it,  and  so  forth. 
But  overall,  I  am  sure  you  have  some  idea  of  what  this  will  amount 
to,  your  recommendations  percentagewise,  taking  the  total  cost  of 
the  operation  of  the  Patent  Office. 

A^Hiat  percentage,  now,  will  go  each  way  here  to  the  taxpayer  and 
to  the  licensee? 

Mr.  ScpiTJTLER.  As  we  would  contemplate  the  application  of  this 
policy  to  Patent  Office  fees,  although  this  matter  has  not  yet  been 
fully  settled,  it  would  cover  about  80  percent  of  the  total  present 
costs. 

Senator  McClellax.  The  fees  would  cover  about  80  percent  ? 

Mr.  ScHUTLER.  Yes,  sir. 

Senator  McClellax.  I  think  Congress,  the  last  time  we  acted  on 
this,  tried  to  arrive  at  a  le\ol  of  fees  that  would  produce  about  two- 
thirds  of  the  cost  of  operating  the  Office,  is  that  right  ? 

Mr.  ScHLTLER.  Yes,  sir,  I  believe  that  is  correct. 

Senator  ]McClellax.  So  your  recommendation  would  be  even  a 
little  higher  than  that  ? 

Mr.  ScHLTTLER.  That  is  correct,  sir. 
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Senator  INIcClellan.  About  12  or  15  percent  higher. 

Mr.  Schuyler.  Yes,  sir. 

Senator  McClellan.  Very  well. 

Mr.  Brexxax.  I  think  we  have  covered  the  patent  fee  question,  Mr. 
Chairman,  but  Senator  Hart  would  like  for  me  to  ask  the  same  ques- 
tion I  asked  this  morning,  ask  it  now  of  Mr.  Lynn. 

"V^Hiat  cases  brought  by  the  Department  of  Justice  have  caused  the 
uncertainty  in  the  law  that  you  believe  should  be  corrected  by  legis- 
lation? 

Mr.  Ltxx.  I  believe  that  tlie  letter  that  we  submitted  touches  on 
a  number  of  cases,  but  what  I  would  like  to  do  if  I  might,  Mr.  Chair- 
man, is  submit  those  for  the  record. 

I  would  like  to  add,  however,  that  it  is  not  just  a  matter  of  the 
cases  that  have  already  been  decided.  I  think  it  is  very  important  to 
emi^hasize  that  the  concern  arises  at  least  as  much  from  the  com- 
ments that  appear  in  various  trade  journals — I  should  say  law 
reviews — including  speeches  of  people  within  and  without  Govern- 
ment over  a  period  of  time. 

Senator  ISIcClellax.  Well,  why  does  that  become  law?  I  do  not 
understand  that. 

Mr.  Ltxx.  These  things  have  a  way,  I  think,  ]Mr.  Chairman,  of 
influencing  the  courts.  They  will  look  at  a  man  who  has  written  ex- 
tensively on  the  subject  and,  after  a  while,  start  considering  his  work 
as  a  restatement,  and  that  can  become  unfortunate,  I  believe. 

Senator  ]\IcClellax.  In  other  words,  the  courts  sometimes  instead 
of  making  their  own  interpretations,  look  to  others  outside  that  they 
regard  as  competent,  for  counsel  in  that  field  and  follow,  sometimes, 
their  conclusions.  Is  that  right  ? 

Mr.  Ltxx.  You  put  it  much  better  than  I,  sir. 

Senator  INIcClellax.  Well,  I  thought  that  is  what  you  meant. 

Mr.  Ltxx.  Right. 

Senator  McCixEllax'.  Go  aliead. 

Mr.  Ltxx.  ]May  I  add  that  one  of  the  things  that  is  so  important  is 
that  when  the  man  that  has  some  patent  rights  sits  down  with  his 
lawyer,  they  are  able  to  frame,  with  some  certaintj^  provisions  that 
they  know  will  hold  up  over  a  period  of  time. 

It  is  this  drift,  or  development  of  the  law  that  makes  it  so  hard 
for  the  practicing  lawyer  to  advise  his  client  as  to  what  he  may  or 
may  not  put  into  the  license. 

One  quotation  from  a  recent  speech  given  within  the  Govern- 
ment— I  should  not  say  within  the  Government  but  by  a  Government 
oflGicial — included  the  following : 

In  considering  whether  to  attack  a  particular  licensing  provision  or  practice, 
we  ask  ourselves  two  fundamental  questions.  First,  is  the  particular  provision 
justifiable  as  necessary  to  the  patentee's  exploitation  of  his  lawful  monopoly? 

"Second,  are  less  restrictive  alternatives  which  are  more  likely  to  foster 
competition  available  to  the  patentee? 

As  a  fellow  who  practiced  in  the  area,  T  find  that  an  extremely^ 
difficult  test  to  apply  in  the  heat  of  a  negotiation. 

Senator  McClellax.  Well.  I  have  heard  a  great  deal  of  testimony 
from  experts  in  the  past  few  years  in  the  patent  law  and  copyright 
law  and  so  forth.  Sometimes  I  conclude  that  copyright  and  patent 
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laws  arc  just  about  as  complex  and  as  (lifficult  to  rely  on — that  is 
former  decisions  of  tlie  court — as  other  complications  involved  in  tlie 
rights  between  society  and  the  criminal. 

It  is  just  about  as  confusing,  is  it  not? 

Mr.  Lynx.  That  is  a  very  interesting  observation. 

Senator  McClellax.  Thank  you  very  nuich. 

Did  you  want  to  say  anything  further.  Mr,  Schuyler? 

Mr.  Schuyler.  No,  Mr.  Chairman;  thank  you. 

Senator  McClellax.  Thank  you. 

Did  you  have  anything  you  wanted  to  say? 

Mr.  Tegtmeyer.  No,  thank  you. 

(The  letter  referred  to  above  follows:) 

The  Under  Secretary  of  Commerce, 

Washington,  D.C.,  June  2.  1911. 
Hon.  John  L.  McClellan, 
U.S.  Senate, 
Washin(jt07i,  D.C. 

Dear  Senator  ^McClellan  :  During  the  recent  hearings  on  patetn  law  revision 
before  the  Subconimittee  on  Patents.  Trademarks  and  Copyrights,  the  Chief 
Counsel  asked  on  Senator  Hart's  behalf  what  cases  brought  by  the  .Justice  De- 
partment have  caused  uncertainty  in  the  law  that  we  believe  should  be  corrected 
by  legislation. 

Government  agencies  charged  with  enforcement  of  the  antitrust  laws  and  the 
preservation  of  comi)etition  recognize  the  need  for  certainty  of  legal  rights  in 
patents  and  technology.  In  .seeking  to  provide  certainty,  officials  of  the  Depart- 
ment of  Justice  have  identified  patent  licensing  practices  which  they  consider  as 
improper  and  the  iwssible  subjects  of  law  suits.  However,  in  our  opinion,  these 
public  statements  and  suits  have  contributed  to  tlie  present  confusion.  The  fol- 
lowing excerpts  are  examples  of  statements  which  have  contributed  to  this 
concern  and  confusion,  perhaps  even  more  than  cases  which  have  been  decided 
to  date. 

Baddia  J.  Rashid,  Deputy  Director  of  Operations  for  the  Antitrust  Division, 
explained  to  the  Peninsula  Patent  Association  in  Palo  Alto,  California,  on  Jan- 
uary 19,  1966  that : 

'The  power  to  exclude  is  in  itself  an  appropriate  reward  for  the  patentee's 
invention,  and  he  can  reap  monopoly  profits  if  he  I'emains  the  sole  manufacturer. 
And  if  he  chooses  to  grant  licenses,  thereby  dissipating  his  power  to  exclude,  he 
receives  a  royalty  in  exchange  which  is  commensurate  with  the  value  of  the 
invention.  Depending  on  the  importance  of  the  invention,  this  royalty  can  be 
fixed  at  such  a  level  that  it  will  afford  the  patentee  some  protection  again.st 
under-pricing  and  competitive  sales.  But  there  is  nothing  in  the  patent  laws 
Avhich  justifies  additional  restrictions  to  insulate  the  patentee  from  competition, 
once  he  has  extracted  all  that  traffic  will  bear  in  the  way  of  royalties." 

Richard  W.  McLaren,  Assistant  Attorney  General  for  Antitrust,  explained  to 
the  PTC  Research  Institute  of  George  Washington  I'niversity.  on  June  .5.  1969: 

"I  anticipate  that  we  will  be  bringing  cases  which  seem  to  us  to  be  logical  next 
steps  in  the  development  of  the  law." 

Mr.  McLaren  then  stated  his  intention  to  question  some  types  of  field  of  use 
licen.ses  and  bulk  sale  restrictions,  restrictions  on  the  form  or  manner  or  resale 
of  patented  products,  and  contractual  provisions  which  tend  to  inhibit  the  grant- 
ing of  future  licenses. 

At  the  same  time,  he  stated  a  two-part  test  for  detennining  whether  or  not 
the  Justice  Department  would  bring  a  patent  antitrust  suit : 

"In  con.sidering  whether  to  attack  a  particular  licensing  provision  or  practice, 
we  ask  ourselves  two  fundamental  questions.  First,  is  the  particular  pixnision 
justifiable  as  necessary  to  the  patentee's  exi)loritation  of  his  lawful  monoi)oly? 
Second,  are  less  restrictive  alternatives  which  are  more  likely  to  foster  com- 
petition available  to  the  patentee?  Where  the  answer  to  the  first  question  is  no, 
and  to  the  second  yes,  we  will  consider  bringing  a  case  challenging  the  restriction 
involved." 

As  I  explained  in  my  testimony,  application  of  this  "te.st"  in  the  heat  of 
negotiations  is  at  best  difficult  and  at  worst  impo.ssible.  Moreover,  it  repi-esents 
a  significant  departure  from  controlling  judicial  doctrine  in  the  field. 
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Mr.  McLaren  on  another  occasion  (on  October  16.  1070  in  Williamsburg,  Va.) 
explained  his  views  on  judging  know-how  licenses : 

"The  rule  is  derived  from  the  doctrine  of  ancillary  restraints,  and  embraces 
three  principal  elements.  First,  the  restriction  must  be  ancillary  to  carrying 
out  the  lawful  primary  purpose  of  the  agreement.  Second,  the  scope  and  duration 
of  the  restraint  must  be  no  broader  than  is  necessary  to  support  that  primary 
purpose.  And  third,  the  restriction  must  be  otherwise  reasonable  under  the 
circumstances.  In  effect,  the  rule  on  know-how  licensing  is  pretty  much  the 
same  as  the  rule  on  patent  licensing :  Except  as  to  certain  well-known  restraints 
which  are  per  .se  unlawful,  the  standard  is  the  rule  of  reason." 

Bruce  B.  Wilson,  formerly  Mr.  McLaren's  Special  Assistant  in  Boston  on 
November  6,  1970,  seemingly  adopted  Mr.  McLaren's  three-part  test  for  know-how 
licenses  as  applicable  to  patent  licensing  practices  not  illegal  per  se,  namely  : 

Most  practices  other  than  these,  we  believe,  have  a  wider  scope  for  justification 
under  the  rule  of  reason— that  is  to  say,  a  practice  which  may  be  perfectly  rea- 
sonable if  employed  in  one  context  may  clearly  be  unreasonable  in  another.  I 
shall  discuss  some  of  these  practices  in  a  few  moments.  But  first,  let  me  outline 
the  rule  of  reason  as  we  see  it.  The  rule  of  reason  is  derived  from  the  ancient 
doctrine  of  ancillai*y  restraints,  and  embraces  three  principal  elements.  Mrs-t. 
the  restriction  must  be  ancillary  to  carrying  out  the  lawfiil  primary  purpose  of 
the  agreement.  Second,  the  scope  and  duration  of  the  restraint  must  be  no  broader 
than  is  necessary  to  support  that  primary  pun^ose.  And  third,  the  restriction 
must  be  otherwise  reasonable  under  the  circumstances." 

Roland  W.  Donnem,  formerly  Director  of  Policy  Planning  for  the  Antitrust 
Division,  stated  on  September  25,  1969  : 

"It  is  often  assumed  that  territorial  limitations  within  the  United  States 
are  legalized  by  35  U.S.C.  §261  ....  But  a  recent  and  elaborate  analysis  by 
Professor  Baxter  concludes  that  this  provision  deals  with  the  assignment  of 
the  right  to  sue  for  infringement,  and  does  not  authorize  domestic  territorial 
divisions.  .  .  .  We  do  not  yet  have  a  case  presenting  this  issue." 

Later,  in  the  Michigan  State  Bar  Journal  of  May  1970,  he  gave  the  Antitrust 
Division's  view  that : 

"Such  restrictions  [certain  field  of  use  limitations  and  restrictions  on  the 
form  or  manner  of  selling  patented  products]  are  violative  of  the  Sherman  Act. 
Section  1,  because  of  their  inevitable  adv^erse  effect  on  competition  and  apparent 
lack  of  any  justification." 

Mr.  Donnem  also  explained  that : 

"In  General  Talking  Pictures  the  Supreme  Court  held  that  all  license  for 
manufacture  and  sale  of  patented  sound  equipment  could  be  restricted  by  the 
patent  owner  to  manufacture  and  sale  for  commercial  sound  reproduction.  How- 
ever, the  continued  aiithority  of  that  1928  decision  is  extremely  doubtful  both 
on  precedent  and  in  principle.  ...  If  General  Electric  is  overturned  on  the 
price-fixing  ground,  any  residual  precedential  value  would  be  reduced,  and 
General  Talking  Pictures  would  fall  wdth  it." 

After  acknowledging  that  a  particular  field  of  use  license  survived  attack  in 
Benger  Labs,  Ltd.  v.  E.  K.  Laros  Co.,  209  F.  Supp.  639  (E.D.  Pa.  1962)  affd.  per 
curiam,  317  F.  2d  455  (3d  Cir.),  cert,  denied.  375  U.S.  S33  (1963),  he  stated  that, 
"the  very  license  agreements  involved  in  the  Benger  case  are  now  being  chal- 
lenged by  the  Justice  Depai'tment  in  the  Fisrws  case"  (United  States  v.  Fisons. 
Ltd..  N.D.  111.  (Civil  No.  69-C-1530.  filed  July  23,  1969). 

Other  licenses  have  encountered  similar  fates.  A  field  of  use  license  upheld  in 
Chemagro  v.  Universal  Chemical  Co..  244  F.  Supp.  486  (N.D..  111.),  is  now  under 
attack  in  United  States  v.  Farbenfabriken  Bayer  A.  G.,  Civil  No.  586-68.  D.D.C. 
filed  March  7.  1968.  Also,  Dt.  Robert  W.  Cairns,  Vice  President  of  Research  of 
Hercules,  Inc..  explained  to  the  Subcommittee  on  INIay  12,  1971  that  a  license 
held  valid  by  a  United  States  District  Court  is  now  under  attack  in  United  States 
V.  Karl  Zirglcr  et  al.  U.S.D.D.C.  Civil  No.  125.5-70,  filed  May  24,  1970. 

A  number  of  licensing  practices  of  long-standing  acceptance  have  been  ques- 
tioned by  the  United  States  in  defense  of  patent  infringement  suits.  In  Carter- 
Wallace,  Inc.  V.  United  States,  167  USPQ  667  (1970),  the  United  States  Court 
of  Claims  dismissed  the  Government's  contention  that  exorbitant  or  discrimina- 
tory royalties  are  improper.  The  same  Court  earlier  in  The  Nonvich  pharmacal 
Company  v.  United  States.  164  USPQ  91  (1968),  dismissed  the  Government's 
argument  that  exorbitant  royalties  are  improper. 
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Also  legal  eommentators  have  cliaracterlzed  various  judicially  uiilicld  pnutices 
as  destructive  of  competition,  e.g.,  Gibbon.s,  "Domestic  Territori.il  Restriclion 
in  Patent  Transactions  and  the  Antitrust  Laws".  84  George  Washington  L.  R. 
893,  (June  1966)  and  Baxter.  '"Legal  Restrictions  on  Exploitation  of  the  Patent 
Monopoly:  An  Economic  Analysis",  76  Yale  L.  J.  267  (l'.>66). 

In  OUT  view,  if  the  foregoing  statements  were  to  prev.iil  and  the  foregoing 
enforcement  actions  were  to  succin-d.  the  i>atent  law  would  Ije  led  along  a  new 
and  uncharted  course.  And  we  believe  that  such  a  course  wotdd  not  be  in  the 
best  interests  of  consumers  of  the  economy  as  a  whole. 
Sincerely, 

James  T.  Lyxn. 

Under  Secretary. 
(The  statement  referred  to  follows)  : 

Testimoxy  of  James  T.  Lynn,  Under  Secretary 

Thank  you  Mr.  Chairman.  I  am  plea.sed  to  be  here  this  afternoon  to  discuss 
the  views  of  the  Department  of  Commerce  on  Amendments  Nos.  23  and  24  of 
S.  643,  introduced  on  March  19,  1971  by  Senator  Scott. 

The  views  I  express  here  this  morning  are  those  of  the  Department  of  Com- 
merce. The  Department  of  Justice  has  certain  reservations  about  the  positions 
we  have  taken  and  will  express  its  own  views  on  the  .subject. 

I  will  also  conmient  upon  the  proposed  repeal  of  Section  SOS  of  the  recently 
enacted  Clean  Air  Act  of  1970,  S.  1255  relating  to  patent  and  trademark  fees 
and  S.  12.~)2  covering  the  right  to  priorit.v  with  respect  to  inventors'  certificates. 

The  Department's  views  on  S.  643  and  Amendments  Nos.  23  and  24  thereto 
are  contained  in  a  letter  of  comment  which  is  appended  to  my  statement.  The 
comments  I  shall  make  here  this  afternoon  summarize  the  views  we  have  put 
forth  in  that  letter. 

Amendments  Nos.  23  and  24  clarify  the  licensable  nature  of  the  patent  grant, 
establish  equitable  rules  governing  the  right  of  licensees  and  assignors  to  con- 
test patent  validity  and  continue  the  traditional  right,  put  in  question  by  recent 
court  decisions,  of  states  to  protect  know-how  and  trade  secrets  and  provide 
remedies  against  unfair  comi>etition. 

Our  patent  .system  was  established  with  the  recognition  that  substantial 
rewards  and  protection  must  be  provided  to  encourage  exploration,  research 
and  development,  to  encourage  the  disclosure  and  publication  of  new  technology, 
to  encourage  the  development  of  new  inventions  and  to  encourage  the  often 
substantial  investments  needed  to  bring  the  fruits  of  these  labors  to  the  market- 
place for  the  common  good.  It  is  the.se  incentives  that,  in  turn,  encourage  busi- 
nesses to  compete  in  efforts  to  develop  and  utilize  new  technolog.v. 

The  maintenance  of  technological  superiority  is  crucial  to  our  status  as  the 
world's  major  trading  power.  Any  dilution  in  tbe  incentives  to  invent  and  com- 
mercialize new  inventions  can  be  translated  into  a  decline  in  our  export  trade 
and  the  substitution  of  foreign-origin  products  for  those  of  American  industry. 
Moreover,  maintenance  and  encouragement  of  research  and  develojmient  is  a 
vital  factor  in  increased  productivity.  In  turn,  increased  productivity  is  the 
vital  factor  in  increased  real  income. 

The  Congress  in  recent  years  has  conducted  studies  of  the  patent  system, 
including  some  30  studies  between  1955  and  1962  under  tbe  ausiiices  of  the 
Subcommittee  on  Patents,  Trademarks  and  Copyrights  of  your  Conunittee.  In 
1966,  the  President's  Commission  on  the  Patent  System  recommended  a  number 
of  far-reaching  changes,  many  of  which  are  reflected  in  S.  643  and  the  Scott 
Amendments. 

The  Department  considers  that  with  certain  modifications  we  will  discuss, 
the  Scott  Amendments  provide  a  desirable  revision  of  the  patent  laws  and  we 
strongly  support  their  enactment  with  such  modifications. 

].    LICENSES    AND    OTHER    TRANSFERS    OF    PATENT    RIGHTS 

The  patent  and  antitrust  laws  are  both  critically  important  to  tbe  American 
economic  system.  It  has  always  been  understood  that  the  strong  but  limited  and 
temporary  monopoly  accorded  inventors  under  the  patent  laws  serves  this  .sys- 
tem by  encouraging  the  development  and  exploitation  of  inventions  and  the 
bringing  of  the  benefits  thereof  to  the  public.  The  creation  and  utilization  of 
new  inventions  almost  always  demands  risk  capital,  which  will  not  be  availalde 
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unless  patent  rights  are  guaranteed  to  inventors  and  investors  alike  with  clarity 
and  certainty. 

The  freedom  and  certainty  that  a  patent  owner  will  have  in  licensing  or 
otherwise  transferring  his  patent  is  critical  to  the  functioning  of  the  patent 
system.  The  greater  this  freedom  and  certainty,  the  greater  the  incentives  to 
invent  and  to  invest  in  the  commercialization  of  new  inventions  and  to  license 
others  to  xise  the  new  technology. 

Also  at  issue  is  whether  the  validity  of  particular,  commonplace  licensing 
practices  ought  to  be  subject  to  further  uncertainties,  or  whether  a  statutory 
clarification  of  the  rights  of  patent  owners  is  appropriate.  In  recent  years,  the 
patentee's  rights  under  the  law  have  been  made  uncertain  through  a  series  of 
attacks  on  well-established  licensing  practices. 

Since  enactment  of  the  Sherman  and  Clayton  Acts  there  has  existed  a 
natural  tension  between  the  patent  monopoly  which  is  grounded  in  the  Con- 
stitution and  the  antitrust  laws  which  are  the  product  of  Congressional  action 
regulating  commerce.  In  1955,  a  half-century  of  legal  precedents  in  the  patent/ 
antitrust  area  was  summarized  in  the  Report  of  the  Attorney  General's  National 
Committee  to  Study  the  Antitrust  Laws.  That  Report  is  an  acknowledged  land- 
mark. It  recognized  as  law  and  endorsed  the  correctness  of  positions,  including 
the  rule  of  reason,  that  are  entirely  consistent  with  the  legislative  proposals 
we  make  in  our  letter. 

Since  1955,  however,  there  have  been  continuing  judicial  inroads,  through 
case-by-case  "development,"  on  the  freedom  of  patent  owners.  This  movement 
resulted  in  the  1966  Report  of  the  President's  Commission  on  the  Patent  Sys- 
tem. This  Commission  consisted  of  a  bi-partisan  group  of  researchers,  inventors, 
academicians,  businessmen,  and  attorneys,  with  only  two  of  the  fourteen  mem- 
bers coming  from  the  patent  bar. 

The  President's  Commission  on  the  Patent  System,  Recommendation  XXII, 
proposed  the  amendment  of  the  patent  laws  to  clarify  certain  aspects  of  the 
licensable  nature  of  patents.  Recommendation  XXII  recognized  that  uncertainty 
had  been  created  as  to  the  legality  of  common  licensing  practices  and  that  pat- 
entees had  become  cbary  of  licensing  their  patents  at  all.  The  Commission  rec- 
ommended that  field  of  use  licensing  and  the  traditional  rule  of  reason  (as 
recommended  hereinafter)  should  be  given  statutory  recognition  in  the  Patent 
Code. 

The  further  erosion  of  patent  rights  in  the  courts  since  that  time  has  made 
clarification  imperative.  There  has  been  little  discussion  until  recently  as  to  the 
precise  form  that  any  clarification  should  take. 

This  Department,  recognizing  the  urgency  of  a  statutory  clarification  to  af- 
ford some  certainty  for  patent  owners  without  impairing  the  effectiveness 
of  either  the  patent  or  antitrust  laws,  recommends  amendments  to  sections 
261  and  271  of  S.  643.  With  some  exceptions,  these  recommendations  correspond 
to  Amendments  Nos.  23  and  24  to  S.  643,  introduced  by  Senator  Scott.  We  are 
in  general  agreement  with  the  Scott  Amendments,  but  prefer  our  recom- 
mendations for  reasons  set  forth  below. 

While  we  know  of  no  studies  that  show,  with  mathematical  certainty,  the 
significance  of  the  licensing  practices  at  issue,  or  the  adverse  economic  impact 
of  the  recently  generated  iincertainties  in  the  law,  we  believe  that  what  is 
known  supports  our  view  that  these  practices  and  developments  are  important 
to  the  value  of  the  patent  grant. 

2.    LICENSEE    AND    ASSIGNOR    ESTOPPEL 

A  patent  confers  on  the  patent  owner  the  right  to  exclude  others  from 
making,  using  or  selling  his  invention  for  a  period  presently  established  at 
17  years.  A  person  who  infringes  the  patent  by  practicing  the  invention  with- 
out the  patentee's  permission  may  be  enjoined  or  sued  for  damages,  or  both. 
When  a  patentee  licenses  his  patent,  he  is  in  effect  agreeing  not  to  exercise 
his  right  to  exclude  the  licensee  from  practicing  the  invention,  in  exchange 
for  legal  consideration  from  the  licensee,  usually  by  the  payment  of  royalties. 

Occasionally,  a  licensee  decides  for  one  reason  or  another  that  his  license 
is  a  had  bnrgnin  and  attempts  to  avoid  it  by  as.serting  in  court  that  the 
licenspd  patont  is  invalid.  Courts,  in  upholding  rights  and  obligations  imrler 
patent  licenses,  have  historically,  under  the  doctrine  of  licensee  estoppel,  pro- 
hibited attacks  by  a  licensee  on  the  validity  of  the  licen.sed  patent. 
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A  related  doctrine  is  that  of  assignor  estoppel.  Assignor  estoppel  cnmes 
into  consideration  when  a  patentee,  after  selling  his  patent  to  an<»tlier. 
attempts  to  practice  the  invention  and  avoid  infringement  by  asserting  that 
the  patent  is  invalid. 

The  recent  Supreme  Court  decision  in  Lear.  Inc.  v.  Ad  kins,  SU'>  V.  S.  GHS 
(1969),  overruled  a  host  of  earlier  cases  and  held  that  a  licensee  is  not 
estopped  from  challenging  the  validity  of  a  patent  under  which  he  is  licen.sed. 
This  decision  is  generally  thought  to  have  completely  overruU-d  the  long- 
standing doctrines  of  licen.see  and  assignor  estoppel.  In  our  view,  legislative 
modification  of  the  Lear  decision  is  necessary  in  the  interest  of  both  fairness 
and  encouragement  of  transfers  of  patent  rights. 

The  unfairne.ss  results  because  a  licensee  may  refu.se  to  pay  agreed-upon 
patent  royalties  while  enjoying  immunity  from  injimction  as  an  infringer 
because  of  his  status  as  a  licensee. 

Although  the  moderating  influence  of  the  estoppel  doctrine  discouraged 
such  practices  by  licensees  before  Lear,  it  is  already  becoming  common  prac- 
tice for  would-be  infringers  to  accept  the  shield  of  a  patent  license  and  then 
challenge  the  validity  of  a  patent. 

In  order  to  eliminate  the  unfairness  of  the  Lear  case,  we  have  drafted  a 
new  provision  which  is  set  forth,  with  supporting  reasons,  at  pages  27  through 
30  of  our  letter. 

3.  RULE  OF  EEASON 

Amendment  No.  24  would  codify  a  "rule  of  reason"  for  determining  the 
legality  of  agreements  transferring  patent  rights.  A  revised  version  of  a 
similar  rule  that  we  endorse  is  set  forth  at  pages  30-31  of  our  letter. 

Our  rule  would  not  change  existing  decisional  law,  but  it  would  settle 
uncertainties  that  have  been  created  by  the  writings  of  numerous  commen- 
tators. 

There  are  a  number  of  licensing  practices  in  common  u.«!e  today,  e.g.,  pack- 
age licenses,  various  kinds  of  royalty  arrangement.s,  and  patent  pools,  about 
which  doubts  exist  as  to  their  enforceability  in  light  of  the  patent  misuse 
doctrine.  In  our  opinion,  a  rule  of  reason  sliould  be  adoi)ted  in  judging  the 
propriety  of  the.se  and  other  commercial  practices.  Each  licensing  situation 
.should  be  judged  on  its  merits  in  light  of  all  the  surrounding  circumstances 
in  determining  whether  or  not  the  license  in  question  goes  beyond  the  reason- 
able reward  a  patentee  may  receive  for  his  patent.  Also,  the  legality  of  yet 
untested  practices  should  be  judged  in  accordance  with  a  "rule  of  reason". 

This  proposal  is  .supported  by  the  leading  case  of  United  Stafen  v.  General 
Electric  Co.,  272  U.  S.  476  (1926),  and  the  later  decided  cases,  and  by  both 
the  1955  Attorney  General's  Report  and  the  1966  Report  of  the  President's 
Commission. 

Our  provision  takes  into  account  a  number  of  exceptions  to  the  "rule  of 
reason,"  thereby  continuing  the  prevalent  line  of  judicial  reasoning  as  to 
the.se  enumerated  exceptions.  The  fact  that  these  exceptions  are  excluded 
from  consideration  under  the  standard  of  our  proposed  subsection  does  not 
automatically  make  them  per  se  illegal.  Rather,  they  would  be  treated  as  if 
no  patent  exists.  Therefore,  they  would  retain  their  present  legal  status  under 
court  decisions.  We  point  out  that  none  of  the  five  licensing  practices 
enumerated  as  falling  outside  the  rule  of  reason  we  propose  are  now  judicially 
condemned  as  per  se  illegal. 

4.    ROTALTIES 

Amendment  No.  24  relates  to  the  legality  of  various  royalty  and  payment 
provisions.  Somewhat  different  language  that  we  support  can  be  found  at 
pages  33-34  of  our  letter. 

Royalty  and  payment  provisions  are  the  subject  of  proposed  section  27Hi). 
Provisions  of  this  kind  have  been  clo-^ely  examined  by  courts,  and  a  con- 
siderable body  of  law  has  developed  around  their  legality  or  illegality.  Our 
propo.sed  .section  identifies  commonly  Tised  royalty  or  pricing  practices  which, 
standing  alone,  parties  should  be  able  to  include  in  patent  licensing  acTf^e- 
ments.  If  other  factors  or  circumstances  are  present  in  a  license,  tlie  rule  of 
rea.son  would  be  applied  in  considering  the  legality  and  enforceability  of  the 
license. 

The  specific  applications  of  the  proposed  provision,  and  the  existing  case 
law  are  di.scussed  in  detail  at  pages  34  through  .3.S  of  our  letter. 
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5.    THE   LICEXSE   OF   LESS    THAN    THE   TOTAL   PATENT   RIGHT 

Our  recommended  provisions  with  respect  to  "field-of-use"  licenses  may 
be  found  at  page  39  of  our  letter.  These  provisions  codify  the  well-settled 
rule  of  the  General  Talking  Pictures  case,  and  numerous  later  cases.  They 
would  specifically  authorize  a  number  of  conventional  licensing  practices 
where  a  license  is  given  for  less  than  the  totality  of  patent  rights  possessed 
by  the  patent  owner. 

Field-of-use  licenses  are  commonplace  and  there  are  a  rich  variety  of 
excellent  reasons  for  such  licenses.  Specific  applications  of  our  suggested 
provisions,  along  with  a  description  of  existing  case  law  and  the  reasons 
why  the.se  provisions  are  justified,  are  set  forth  at  pages  39  through  41  of 
our  letter. 

The  proposed  subsection,  however,  does  not  immunize  from  the  antitrust 
laws  or  the  doctrine  of  patent  misuse  any  license  for  less  than  the  entire 
patent  rights  where  the  license  also  imposes  improper  conditions  on  a  licensee 
or  where  there  are  factors  or  circumstances  surrounding  the  license  which 
may  require  evaluation  under  a  "rule  of  reason". 

We  recognize  that  Amendment  No.  24  to  S.  643  is  intended  to  accomplish 
this  same  purpose.  Our  proposal,  however,  seems  clearer  and  less  likely  to 
create  confusion  over  its  meaning. 

6.     THE    PREEMPTION     OF    PROPRIETARY    RIGHTS 

A  recent  opinion  of  the  United  States  Supreme  Court  has  brought  into 
.question  the  extent  of  protection  available  outside  of  the  patent  system 
for  trade  secrets,  technological  know-how  and  similar  kinds  of  proprietary 
knowledge.  If  the  opinion  in  this  case  is  not  modified,  it  could  not  only 
lead  to  abrogation  of  domestic  agreements  concerning  trade  secrets,  know- 
how  and  confidential  disclosures,  but  could  also  lead  to  the  setting  aside 
of  agreements  made  in  this  country  with  foreign  nationals  involving  over 
one  billion  dollars  in  favorable  balance  of  payments. 

The  proposed  section  would  prevent  preemption  by  the  patent  laws  of 
rights  which  are  enforceable  today  only  by  private  contract,  or  otherwise 
recognized  under  state  or  other  federal  laws.  Also,  it  would  permit  states  to 
continue  recognizing  the  common  practice  of  licensing  or  selling  inventions 
for  which  an  application  for  patent  is  pending. 

The  section,  as  pointed  out  above,  further  assures  against  encroachment 
of  the  right  of  states  to  guard  against  certain  unfair  trade  practices.  It 
would  permit  states,  for  example,  to  provide  redress  by  labeling  and  the 
like  against  certain  kinds  of  unfair  comi>etition,  such  as  the  copying  of  an 
article  so  as  to  create  confusion  as  to  its  origin  or  the  "palming  off"  of  goods. 

The  Department  endorses  Section  301  of  S.  643,  and  would  not  object  to 
enactment  of  Amendment  No.  23  of  Senator  Scott. 

7.    AMENDMENT    OF    THE    CLEAN    AIR   ACT 

Section  6  of  the  transitional  and  supplementary  provisions  of  S.  643  would 
repeal  section  308  of  the  recently  enacted  Clean  Air  Act  of  1970.  That  law 
requires  the  compulsory  licensing  of  patented  inventions  relating  to  air 
pollution.  We  support  repealing  this  compulsory  licensing  provision  on  the 
ground  that  the  Act  as  presently  drafted  will  undermine  the  role  of  the 
patent  system  and  remove  the  incentive  for  technological  innovations,  par- 
ticularly with  respect  to  independent  inventors. 

The  Constitutionally  authorized  protection  the  patent  system  accords  to 
inventors  is  a  key  element  in  spurring  the  development  of  new  technology. 
A  system  of  compulsory  licensing  may  significantly  deter  these  incentives, 
especially  in  areas  when  the  need  for  innovation  is  so  urgent  Also,  there 
is  no  evidence  that  the  developers  of  new  air  pollution  control  technology 
would  refuse  to  make  it  available  either  under  licenses  or  by  direct  sales  to 
users. 

8.     inventor's     CERTIFICATES 

S.  1252  was  introduced  at  the  request  of  the  Department  of  Commerce, 
and    we    fully    support   the   bill.    It    would    accord    to    inventors    in    certain 
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r^astern  European  countries  a  right  of  i)riority  for  United  States  patent  appli- 
cations, on  the  basis  of  applications  for  inventors'  certificates  filed  in  their 
home  countries. 

The  industrial  property  laws  of  these  countries  have  a  dual  .system  of 
rights  in  inventions.  As  inventor,  at  his  election,  may  receive  either  a  patent 
or  an  inventor's  certificate  for  a  new  invention.  S.  1252  would  amend  our 
patent  laws,  section  119  of  title  35  of  the  United  States  Code,  to  accord  a 
right  of  priority  for  inventor's  certificates  in  the  same  manner  that  priority 
is  now  recognized  for  earlier  patent  applications  filed  in  foreign  countries. 
In  addition,  the  bill  would  amend  .section  102(d)  of  the  patent  laws  so  that 
an  inventor's  certificate  would  bar  the  granting  of  a  United  States  patent 
under  the  same  conditions  that  a  foreign  patent  does  under  present  law. 

S.  1252  would  enable  the  United  States  to  ratify  Articles  1-12  of  the 
Stockholm  Revision  of  the  Paris  Convention  for  the  Protection  of  Industrial 
Property,  an  international  convention  adhered  to  by  the  United  States  and 
77  other  countries.  A  number  of  coxintries  have  already  ratified  these  Articles 
of  the  Stockholm  Revision.  S.  1252  would  be  very  helpful  in  furthering 
our  international  industrial  property  relations  witliout  impairing  the  rights 
of  American  inventors  and  busines.smen. 

Inventors'  certificates  of  at  least  tliree  countries  would  presently  be  ac- 
.•orded  priority  if  the  bill  were  enacted — the  Soviet  Union,  Rumania,  and 
Bulgaria.  A  few  other  countries  also  grant  inventors'  certificates,  but  most 
either  do  not  provide  the  dual  system  as  required  by  the  bill,  or  are  not 
currently  members  of  the  Paris  Union. 

9.    PATENT    OFFICE    FEES 

S.  1255  would  adjust  the  Patent  Office  fee  schedule.  It  would  increase 
the  level  of  certain  fees  and  change  the  nature  of  some  fees.  However,  the 
specific  amounts  of  most  fees  would  continue  to  be  fixed  by  statute. 

The  income  from  Patent  Office  fees  has  now  fallen  to  about  50  percent 
(if  the  costs  of  operating  the  Patent  Office.  S.  1255  would  increase  the  income 
to  the  general  area  of  75  percent  of  costs. 

The  Department  of  Commerce  supports  Patent  Office  fees  which  would 
recover  a  fair  share  of  Patent  Office  operating  costs  from  the  special  bene- 
ficiaries of  the  patent  and  trademark  systems. 

Congress  last  adjusted  Patent  Office  fees  in  1965,  after  extensive  hearings 
on  the  subject.  Now  it  appears  that  further  fee  increases  are  called  for. 
To  avoid  the  necessity  for  frequent  reconsideration  of  the  fee  question,  the 
Department  of  Commerce  believes  that  instead  of  setting  specific  fee  levels 
by  legislation,  it  would  be  preferable  for  the  Congress  to  enact  general 
guidelines  concerning  Patent  Office  fees,  and  authorize  the  Commissioner  of 
Patent  to  adjust  fees  within  the.se  guidelines. 

Consi-stent  with  established  Government  policy  on  user  charges,  it  is  believed 
that  Patent  Office  fees  should  recover  100  percent  of  the  costs  of  providing 
services  of  the  Patent  Office  which  convey  sjiecial  benefits  to  recii)ients 
above  and  beyond  those  accuring  to  the  public  at  large.  Accordingly,  we 
recommend  that  the  specific  fees  in  the  patent  and  trademark  statutes  should 
be  repealed.  The  Commissioner  of  Patents  should  be  required  by  statute 
to  maintain  fees  at  levels  sufficient  to  recover  100  percent  of  the  direct  and 
immediate  co.sts  of  examining  patent  and  trademark  applications  and  provid- 
ing other  services  to  special  beneficiaries. 

Such  legislation  .should  recognize,  however,  that  some  functions  of  the 
Patent  Office  primarily  benefit  the  public  at  large,  and  should  not  be  sup- 
ported by  fee  income. 

The  legislation  .should  contain  safeguards  against  fees  being  changed  too 
often.  We  recommend  that  fees  should  be  adjiisted  by  the  Coinnii.^isioner 
as  necessary,  but  not  more  than  once  every  two  years,  based  on  the  actual 
Patent  Office  costs  for  the  previous  fiscal  year.  The  statute  should  also 
require  ample  notice  to  the  public  of  all  fee  changes. 

The  Administration  will  forward  specific  draft  legi.slation  to  the  Congress 
to  implement  this  recommendation.  Accordinglv,  we  recommend  against  enact- 
ment of  S.  1255. 
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General  Counsel  of  the  Department  of  Commerce, 

Washington,  D.C.,  May  10,  1971. 
Hon.  James  O.  Eastland, 
Chairman,  Committee  on  the  Judiciary, 
U.S.  Senate, 
Washington,  D.C. 

Dear  Mr.  Chairman  :  This  is  iu  reply  to  your  request  for  the  views  of  the 
Department  of  Commerce  with  respect  to  S.  643,  a  bill : 

"For  the  general  revision  of  the  Patent  Laws,  title  35  of  the  United  States 
Code,  and  for  other  purposes" 

and  to  your  request  for  our  views  on   Senator   Scott's  Amendments   Nos.   23 
and  24  to  S.  643. 

The  bill  and  the  Scott  Amendments  would  effect  a  number  of  significant 
changes  in  the  Patent  Code.  For  example,  the  legislation  would :  provide 
for  the  filing  of  patent  applications  by  the  owners  (assignees)  of  inventions, 
rather  than  requiring  filing  by  inventors ;  clarify  the  standards  for  judging 
the  obviousness  or  unobviousness  of  inventions ;  permit  reexamination  of 
newly  issued  patents  by  the  Patent  Oflice  at  the  request  of  interested 
members  of  the  public ;  clarify  the  definition  of  prior  art ;  provide  for  the 
patent  term  to  expire  twenty  years  from  the  date  of  filing  an  application 
for  patent,  as  distinguished  from  the  present  seventeen  year  term  measured 
from  the  date  of  granting  of  the  patent ;  provide  for  the  submission  of 
"patentability  briefs"  by  patent  applicants  to  improve  the  examination  of 
patent  applications ;  establish  more  equitable  and  expeditious  procedures  in 
inter  partes  matters  before  the  Patent  Office ;  provide  for  the  publication  of 
patent  applications  at  the  request  of  applicants ;  specifically  place  on  appli- 
cants the  burden  of  establishing  the  patentability  of  their  inventions ;  and 
clarify  the  burden  required  to  overcome  a  presumption  of  patent  validity. 
Amendments  No.  23  and  24  clarify  the  licensable  nature  of  the  patent  grant, 
establish  equitable  rules  governing  the  right  of  licensees  and  assignors  to 
contest  patent  validity  and  continue  the  traditional  right,  prior  to  recent 
court  decisions,  of  states  to  protect  know-how  and  trade  secrets  and  provide 
remedies  against  unfair  competition. 

We  appreciate  the  opportunity  to  express  our  views  on  these  latest  patent 
revision  bills.  Your  efforts,  and  those  of  the  Senate  Subcommittee  on  Patents, 
Trademarks,  and  Copyrights,  in  proposing  a  far-reaching  and  progressive 
reform  of  the  nation's  patent  laws  have  earned  the  respect  and  appreciation 
of  all  interested  parties,  both  in  the  Government  and  the  private  sector. 

Our  patent  system  was  established  with  the  recognition  that  substantial 
rewards  and  protection  must  be  provided  to  encourage  exploration,  research 
and  development,  to  encourage  the  disclosure  and  publication  of  new  tech- 
nology, to  encourage  the  development  of  new  inventions  and  to  encourage 
the  often  substantial  investments  needed  to  bring  the  fruits  of  these  labors 
to  the  market  place  for  the  common  good.  It  is  these  incentives  that,  in 
turn,  encourage  businesses  to  compete  in  efforts  to  develop  and  utilize  new 
technology. 

The  patent  system  has  played  a  uniquely  important  role  in  the  develop- 
ment of  American  technology,  and  is  a  major  factor  in  the  nation's  economic 
vitality.  Agriculture  has  prospered  from  such  inventions  as  insecticides  and 
food  processing  machinery.  Modern  electronic  technology  owes  its  existence 
to  patented  inventions  such  as  lasers,  transistors  and  computers.  Patented 
pla.stics,  textiles  and  pharmaceuticals  have  created  new  markets  and  indus- 
tries. Modern  coal  mining  machinery,  which  has  saved  lives  and  kept  coal 
competitive  with  other  natural  resources,  is  based  on  important  patents. 
The  patent  system  has  stimulated  much  of  the  necessary  investment  in 
research,  development,  and  marketing  of  products  and  processes  which  have 
brought  about  the  development  of  industries  such  as  these,  and  the  high 
standard  of  living  they  provide. 

The  maintenance  of  technological  superiority  is  crucial  to  our  status  as 
the  world's  major  trading  power.  Any  dilution  in  the  incentives  to  invent 
and  commercialize  new  inventions  can  be  translated  into  a  decline  in  our 
export  trade  and  the  substitution  of  foreign-origin  products  for  those  of 
American  industry.  Moreover,  it  is  the  maintenance  and  encouragement  of 
research  and  development  which  is  the  vital  factor  in  increased  productivity. 
In  turn,  increased  productivity  is  the  vital  factor  in  increased  real  income. 
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Since  the  enactment  of  the  first  patent  laws  in  1790,  Congress  has  made 
appropriate  changes  to  adapt  the  patent  system  to  the  times.  As  an  example, 
our  present  examination  system  for  patent  applications  was  instituted  in 
1S36.  However,  the  fundamental  principles  of  the  patent  system  have  endured 
the  test  of  time. 

The  Congress  in  recent  years  has  conducted  studies  of  the  patent  system, 
including  some  30  studies  betwen  1955  and  1962  under  the  auspices  of  the 
Subcommittee  on  Patents,  Trademarks  and  Copyrights  of  your  Committee. 
In  1966,  the  President's  Commission  on  the  Patent  System  recommended 
a  number  of  far-reaching  changes,  many  of  which  are  reflected  in  S.  643 
and  the  Scott  Amendments. 

The  Department  considers  that  S.  643  and  the  Scott  Amendments  provide 
a  desirable  revision  of  the  patent  laws  and  strongly  supports  their  enact- 
ment, with  amendments  as  set  forth  below.  Their  provisions  would  satisfy 
the  crucial  objectives  of  the  President's  Commission  on  the  Patent  System. 
A  modern,  efficient  patent  system  would  provide  the  encouragement  of 
research,  development,  publication,  and  marketing  of  inventions. 

We  believe  that  a  number  of  our  suggested  amendments  indicate  the 
present  need  for  more  certainty  in  areas  of  the  law  which  have  been 
beclouded  by  recent  court  decisions  or  obiter  dictum.  Patent  law  is  one 
area  in  which  uncertainty  can  quickly  lead  to  commercial  paralysis.  In 
our  view,  S.  643  and  the  Scott  Amendments,  as  modified  by  our  suggested 
amendments,  would  alleviate  and  prevent  such  paralysis. 

References  below  to  different  sections  of  the  bill,  S.  643.  refer  to  sections 
of  title  35,  amended,  rather  than  the  sections  of  the  bill  itself.  Most  of 
the  amendments  to  title  35  are  contained  in  section  1  of  the  bill. 

A.    THE    DETERMINATION    OP    PRIORITY 

In  the  past,  courts  have  awarded  patents  to  inventors  who.se  inventive 
activities  occurred  long  before  an  application  for  patent  had  been  made. 
Inventors  delaying  the  filing  of  patent  applications  have  not  found  them- 
•selves  deprived  of  any  legal  rights  in  their  inventions,  unless  the  delays 
occurred  under  circumstances  which  amounted  to  an  abandonment  of  the 
invention.  In  Miller  v.  House  and  Jen,  353  F.  2d  252  (1965),  for  example, 
the  United  States  Court  of  Customs  and  Patent  Appeals  determined  that 
an  invention  made  seven  years  before  the  recipient  ever  applied  for  a 
patent  was  still  entitled  to  a  patent.  Note  also  Conyxer  v.  J  oris,  241  F.  2d 
944  (1957)  and  Knowles  v.  Tihbetts,  347  F.  2d  591  (1965). 

S.  643  provides  a  new  and  effective  incentive  for  the  prompt  filing  of 
applications  for  patent,  namely  the  guideline  of  section  102(d)  (5)  regarding 
the  loss  of  patent  rights  because  of  the  abandonment  of  an  invention.  We 
feel  that  the  provision  furthers  and  is  in  complete  accord  with  the  nolicy 
of  encouraging  the  prompt  filing  of  patent  applications  .set  out  in  the  1966 
Report  of  the  President's  Commission  on  the  Patent  System,  at  pages  5 
and  6. 

However,  the  Department  recommends  amendments  to  S.  643  which  would 
more  clearly  conform  the  language  dealing  with  abandonment  of  an  invention 
to  accepted  decisional  law  and  practice,  and  would  add  certainty  to  the 
law.  These  amendments  would  include  the  addition  of  a  definition  of  aban- 
donment in  new  section  100(h),  as  follows: 

"(h)  An  invention  is  'abandoned'  when  activity  with  respect  thereto 
has  terminated  under  circumstances  e.stablishing  an  intent  not  to  re.sunie 
activity  with  respect  thereto.  Proof  of  inactivity  with  respect  to  an  inven- 
tion for  a  period  of  one  year  shall  constitute  prima  facie  proof  of  aban- 
donment of  the  invention.  Although  an  invention  may  have  once  been 
abandoned  for  a  period  of  time,  if  activity  with  respect  thereto  is  later 
resumed,  then  it  is  not  abandoned  during  such  subsequent  iieriod  of  activity." 

We  recommend  that  section  102 (d)  (5)  be  replaced  by  the  following: 

"(5)  An  invention  made  in  this  country  by  another  before  the  invention 
was  made  by  the  inventor,  provided  the  invention  of  .such  other  dop>;  not 
stand  abandoned  at  the  time  of  the  invention  which  is  the  suhipct  of 
the  application :  and  further  provided  that  .such  otlier  has  not  .<-uiiiiressed 
or  concealed  his  invention.  However.  In  establishing  priority  of  invention, 
an    invention   which   ha.s   once   been   abandoned    for   a    period    of   time   shall 
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not  be  accorded  a  date  prior  to  the  date  of  resumption  of  activity.  In 
determining  priority  of  invention,  there  shall  be  considered  not  only  the 
respective  dates  of  conception  and  reduction  to  practice  of  the  invention, 
but  also  the  reasonable  diligence  of  one  who  was  first  to  conceive  and  last 
to  reduce  to  practice,  from  a  time  before  conception  by  the  other  until 
his  own  reduction  to  practice." 

Finally,  we  recommend  that  section  102(a)  of  S.  643  be  cancelled  and 
remaining  subsections  (b)  to  (d)  of  section  102  redesignated  as  subsections 
(a)  to  (c). 

These  amendments  would  assure  that  an  inventor  could  obtain  a  patent 
for  a  once-abandoned  invention,  provided  he  revived  the  invention  before 
any  rival  inventor  made  the  same  invention.  Despite  the  absolute  proscription 
in  present  law  against  abandonment  of  an  invention,  no  body  of  decisional 
law  has  arisen  to  preclude  the  patenting  of  a  timely  revived,  abandoned 
invention.  By  the  wording  of  the  suggested  amendments,  an  inventor  would 
not  be  permitted  to  rely  on  any  inventive  activities  prior  to  revival  of 
his  invention.  In  this  way,  inventors  seeking  patents  would  not  be  denied 
any  legal  rights,  unless  the  rights  of  more  diligent,  later  inventors  should 
intervene. 

We  further  recommend  cancellation  of  subsection  102(a)  of  S.  643  as  it 
serves  no  practical  or  effective  purpose.  Very  few  cases  have  actually  been 
decided  under  the  analogous  provision  of  existing  law  (35  U.S.C.  102(c) ). 

Some  decisions  considered  the  public  use  of  an  invention  to  constitute 
abandonment  of  the  invention,  as  in  Meyer  Piet  et  al.  v.  United  States, 
176  F.Supp.  576,  579  (1959),  at  note  5.  These  could  have  been  decided  under 
tlie  "use"  provision  of  section  102.  Other  cases  involved  inventors  being 
spurred  into  activity  after  abandonment  of  an  invention  because  another 
inventor  had  entered  the  field  of  inventive  activity,  as  in  Chicopee  Mffj. 
Corp.  V.  Coliimbuf!  Fiber  Mills  Co.,  Inc.,  165  F.Supp.  307  (195S).  These  cases 
could  have  been  decided  under  the  "abandonment"  provision  of  present 
section  102(g). 

The  addition  of  "suppression  and  concealment"  in  our  proposed  revision 
of  section  102(d)(5)  is  to  make  clear  that  a  patent  will  be  barred  only 
when  there  is  deliberate  suppression  or  concealment  inconsistent  with  an 
intent  ultimately  to  file  a  patent  application  within  a  reasonable  time, 
and  such  suppression  or  concealment  persists  beyond  the  point  in  time 
when  a  rival  inventor  enters  the  field  of  inventive  activity.  Thus,  present 
judicial  interpretations  of  the  law  regarding  suppression  and  concealment 
would  be  retained,  as  in  Gallapher  and  Weber  v.  Smith,  206  F.2d  939  (1953) 
and  Schnick  v.  Fenn,  277  F.2d  935  (1960). 

B.    PATENT    EXAMINATION 

Section  131(c)  of  S.  (543  is  a  new  provision  complementing  the  burden 
placed  on  applicants  by  the  introductory  portion  of  section  102.  The  Com- 
missioner, under  section  131(c),  may  require  applicants  to  inform  the 
Patent  OflSce  of  relevant  patents,  publications  or  other  prior  art  bearing 
on  the  patentability  of  their  inventions.  The  provision  properly  includes 
a  "saving"  clause,  under  which  an  inadvertent  failure  to  comply  with  the 
procedures  of  the  subsection  would  not  constitute  a  ground  for  holding  a 
l-atent  invalid  or  unenforceable,  or  subject  the  patentee  to  a  charge  of 
misuse. 

Such  a  procedure  is  one  of  many  in  the  bill  which  would  go  far  in 
insuring  the  high  quality  of  patents.  Patent  Oflice  prosecution  wovild.  of 
course,  still  involve  an  examiner's  consideration  of  the  most  revelant  prior 
art,  and  his  specific  consideration  of  the  applicant's  arguments  for  patenta- 
bility. Extraneous  issues  concerning  patentability,  however,  would  be  reduced 
or  avoided  in  many  case.s.  Patentees  would  find  this  procedure  of  significant 
benefit  in  any  judicial  review  of  patentability,  since  the  record  of  patent 
prosecution  would  begin  with  an  aflfirmative  explanation  of  patentability, 
along  with  evidence  to  that  effect  in  the  form  of  prior  art. 

While  we  endorse  the  provision,  we  suggest  as  a  clarification  of  its  intent 
that  it  be  amended  to  read  : 

"c.  The  Commissioner  may  require  applicants,  within  such  time  as  he 
may  prescribe  by  regulation,  to  submit  copies  of  or  cite  any  relevant  patents, 
pul)lications   and    other   prior   art   which   the   applicant   has   specifically    con- 
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sidered  in  connection  with  his  application  for  patent,  and  which  are 
known  with  reasonable  certainty  to  be  prior  art,  together  with  an  exi)lanatiiin 
as  to  why  the  claims  in  such  application  are  patentable  over  such  jtrior 
art;  or,  if  no  specific  relevant  prior  art  was  considered,  a  statement  to 
that  effect  and  an  explanation  as  to  why  the  claims  in  such  application 
are  believed  to  be  patentable.  Neither  matters  of  judgment  in  citing  such 
patents,  publications  or  other  prior  art,  whether  or  not  rt'iiuired  by  regulation 
under  this  subsection,  nor  inadvertent  failure  to  comply  with  regulations 
issued  under  the  provisions  of  this  subsection,  in  whole  or  in  part,  shall 
constitute  a  ground  for  holding  a  patent  invalid  or  unenforceable,  or  subject 
the  patentee  to  a  charge  of  fraud  or  misuse." 

This  amendment  would  assure  that  good  faith  errors  of  judgment  in 
selecting  references  for  citation  could  not  affect  the  enforceability  or  validity 
of  a  patent.  Applicants  would  not  feel  bound  to  submit  an  excessive  numljcr 
of  prior  art  documents  in  the  hope  of  avoiding  a  later  allegation  that  a 
patent  was  fraudulently  procured.  Also,  the  submission  of  redundant  prior 
art  documents  would  impair  the  examination  process  and  defeat  the  i>urpose 
of  this  provision. 

C.     UNOBVIOUSXKSS 

Section  103  sets  forth  a  requirement  for  patentability  that  an  invention, 
at  the  time  it  is  made,  must  be  unobviously  different  from  the  prior  art,  as 
judged  by  persons  ordinarily  skilled  in  the  art.  Considerable  variations  have 
arisen,  however,  in  the  application  of  present  law  to  determinations  of  the 
obviousness  or  unobviousness  of  inventions.  Our  understanding  of  the  recent 
decision  of  the  United  States  Supreme  Court  in  the  John  Deere  case  (Graham 
v.  John  Deere  Co.,  383  U.  S.  1  (19G6) )  interpreting  the  codification  of  the 
patent  laws  in  1952,  is  that  it  merely  restated  the  requirement  for  unob- 
viousness originally  set  forth  in  the  Hotchkiss  case  (Hotchkiss  v.  Grecntvood, 
52  U.S.  24S  (1850)).  We  further  understand  section  103  of  S.  643  to  do 
no  more  than  continue  the  requirement  of  present  law  for  unobviousness, 
and  not  as  imposing  additional  or  different  requirements. 

A  phrase  in  present  section  103,  "would  have  been  obvious  at  the  time 
the  invention  was  made,"  is  understood  as  preventing  a  judgment  of  the 
obviousness  or  unobviousness  of  an  invention  on  the  basis  of  hindsight. 
These  judgments  must  only  be  made  in  light  of  the  knowledge  and  prior  art 
available  at  the  time  the  invention  was  made.  Accordingly,  we  understand 
the  change  in  phraseology,  substituting  "was  obvious"  for  "would  have 
been  obvious,"  as  clarifying  and  reemphasizing  the  present  requirement,  with- 
out modifying  it  in  any  way. 

However,  the  phrase  "at  the  time  the  invention  was  made"  of  present 
section  103  has  been  omitted  from  this  section  of  S.  643.  We  recommend 
that  this  phrase  be  included  in  section  103  of  S.  643  to  make  absolutely 
clear  the  intended  concept  that  hindsight  judgment  cannot  be  u.sed  in 
determining  obviousness  or  unobviousness.  The  phrase  could  be  added  after 
"pertains"  at  line  26  of  page  13. 

We  note  that  section  103  has  been  expanded  over  present  law,  assumedly 
so  that  inventions  of  any  nature  would  be  judged  by  the  .«!arae  standards, 
whether  simple  or  complex,  whether  or  not  basic  or  scientific  in  nature. 
This  is  apparently  intended  to  avoid  any  possibility  that  certain  kinds  of 
inventions  would  be  judged  by  higher  or  other  standards  or  conditions 
for  patentability  than  those  applied  to  other  kinds  of  inventions.  We  see 
no  conflict  between  this  addition  and  the  prevalent  existing  law.  We  feel 
that  this  addition  should  help  preclude  the  possibilty  of  wide  variations  in 
the  requirement  for  unobviousne.ss,  as  have  occasionally  occurred  in  the  past. 

The  legislative  history  of  present  .section  103  recognized  the  need  for 
the  later  addition  of  specific  criteria  for  determining  unobviousness,  which 
this  addition  in  S.  643  will  accomplish.  See  the  Report  of  the  Committee  on 
the  Judiciary  of  the  House  of  Representatives  on  H.R.  7794  (i)resent  title 
35,  U.S.C.)  May  12.  19.52.  page  18. 

As  we  understand  these  amendments  to  section  103,  we  favor  their  iiicltisinn 
in  any  patent  revision  legislation. 

D.    PRESUMPTION    OF    VALIDITT 

Section  282  of  S.  643  is  integrally  related  to  section  103.  It  accords  patents 
a  presumption  of  validity  and  e.stablishes  standards  of  proof  for  the  judicial 
review  of  unobviousness  and  obviousness. 
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Section  282(a)  in  its  last  sentence  modifies  the  existing  test  of  35  U.S.C. 
282  by  specifying  that  a  party  challenging  the  validity  of  a  patent  on  the 
ground  of  obviousness  must  prove  his  case  by  "clear  and  convincing  evidence." 
At  present,  many  courts  do  apply  a  "clear  and  convincing"  test,  Peterson 
Filters  and  Engineering  Co.  v.  Eimco  Corp.,  155  USPQ  (DC  Utah  1967), 
affd.  by  the  10th  Cir.  406  F.2d  431  (1968),  Henry  J.  Kaiser  Co.  v.  McLouth 
Steel  Corp.,  257  F.Supp.  372  (DC  EMich.  1966),  and  Nelson  Planning  Ltd.  v. 
Tex-0-araph-Corp.,  280  F.Supp.  226  (DC  SNY  1968),  or  the  even  stricter  "beyond 
a  reasonable  doubt"  test,  Kardulas  v.  Florida  Machine  Products  Company. 
168  USPQ  673  (CA  5  1971),  Fairchild  v.  Poe,  2.59  F.2d  329  (CA  5  1958). 
Moreover,  the  various  provisions  in  S.  643  designed  to  improve  the  quality 
of  patents  support  the  standard  set  forth  in  section  282,  and  will  create 
more  certainty. 

E.     ASSIGNEE    FILING 

The  present  patent  laws  require  that  applications  be  filed  by  inventors, 
even  though  the  legal  rights  to  an  invention  may  be  assigned  prior  to  the 
filing  of  a  patent  application.  This  requirement  originated  at  a  time  when 
independent  inventors  obtained  most  patents.  Now  the  research  and  develop- 
ment practices  of  modern  institutions  and  corporations  make  it  desirable 
to  provide  for  the  filing  of  patent  applications  by  the  owners  of  inventions, 
as  well  as  by  inventors  themselves.  For  example,  the  high  mobility  of 
technicians  and  scientists  often  makes  it  increasingly  inconvenient  for  cor- 
porate employers  to  locate  inventors  and  have  them  participate  in  the 
preparation  of  patent  applications,  or  even  to  execute  the  required  formal 
papers.  An  inventor  employed  by  a  corporation  cannot  always  be  conveniently 
called  upon  to  participate  in  the  process  of  filing  a  patent  application.  Even 
so,  the  time  limitations  of  the  patent  laws  require  the  timely  execution  and 
submission  of  papers.  These  difficulties  are  compounded  when  inventions  are 
made  by  the  cooperative  efforts  of  a  number  of  researchers,  as  quite  frequently 
occur.s. 

This  Department  endorses  the  provisions  of  section  111  of  S.  643  per- 
mitting the  filing  of  patent  applications  by  the  owners  of  inventions.  Under 
section  1.52  of  the  present  law  patents  are  granted  to  the  owners  of  inven- 
tions, and  this  section  would  extend  this  concept  to  permit  the  filing  of 
applications  by  such  owners. 

Section  111  of  S.  643  also  insures  against  the  misappropriation  of  an 
invention  by  an  assignee-applicant.  An  assignee-applicant  would  be  required 
at  the  time  of  filing  an  application  to  allege  the  facts  on  which  he  predicates 
his  ownership  of  the  invention.  This,  in  itself,  would  provide  a  safeguard 
against  misappropriation.  Under  .subsection  (d),  an  inventor  would  be  notified 
of  the  filing  of  an  applicaton  by  service  of  a  copy  on  him.  Subsection  (e) 
would  permit  an  inventor  to  protest  the  granting  of  the  patent  to  the 
applicant  by  filing  a  verified  notice  of  protest  in  the  Patent  Oflice.  In  the 
event  such  a  protest  is  filed,  any  patent  on  the  application  would  be  granted 
to  the  inventor.  The  resolution  of  questions  over  title  to  an  invention  is 
not  treated  further  in  S.  643,  but  left  for  later  court  adjudication  as  it  is 
under  present  law. 

The  provisions  in  sub.section  111(c)  concerning  authorization  and  ratifica- 
tion should  expedite  the  preparation  and  filing  of  patent  applications.  Authori- 
zation, as  we  understand  the  bill,  concerns  the  right  of  an  owner  of  an 
invention  to  sanction  in  advance  the  preparation  and  filing  of  an  application. 

We  cannot  envision  the  impairment  of  any  rights  of  inventors  or  assismees 
from  these  provisions  and,  accordingly,  endorse  them  for  the  significant 
advantages  they  provide. 

We  would  recommend  an  amplification  of  the  meaning  of  the  term, 
"authorized,"  however,  by  insertion  of  the  phrase  "in  writing"  after  "author- 
ized" at  line  22  of  page  14.  This  insertion  would  enable  the  Commissioner 
to  require  submission  of  any  authorization  as  a  verification  of  an  agent's 
authority. 

p.    JUDICIAL    REVIEW    OF    PATENT    OFFICE    DECISIONS 

Existing  law  permits  a  party  to  a  priority  of  invention  contest,  di.«.satis- 
fied  with  a  decision  of  the  Patent  Office,  to  seek  judicial  review  of  the 
decision.  Review  I)y  way  of  appeal  to  the  I'nited  States  Court  of  Customs 
and    Patent    Appeals    is    provided    for    at    35    U.S.C.    141,    which    limits    the 
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parties  to  the  record  established  iu  the  Patent  Office.  Alternatively,  35  U.S.C. 
146  provides  for  de  novo  review  of  a  I'atent  Office  descision  in  an  inter 
partes  case  by  civil  action  in  a  District  Court. 

S.  643  would  eliminate  35  U.S.C.  146.  Accordingly,  the  judicial  review 
of  inter  partes  contests  in  the  Patent  Office  would  be  only  by  appeal  to  the 
United  States  Court  of  Customs  and  Appeals,  under  .section  141  of  the  bill. 
"We  consider  that  the  parties  are  accorded  an  ample  opportunity  to  establish 
priority  of  invention  or  prove  other  inter  i>artes  matters  in  the  Patent 
Office,  in  accordance  with  the  procedures  and  regulatons  established  for  this 
purpose.  A  second  opportunity  for  a  party  to  adduce  evidence  which  could 
have  been  advanced  in  the  Patent  Office  is  inequitable  to  the  winnin;;  I>arty, 
and  is  not  necessary  to  guarantee  fair  treatment.  Moreover,  proceedings  under 
35  U.S.C.  146  are  exceedingly  complex,  costly,  and  burdensome  to  both  the 
parties  and  the  courts. 

The  Department  supports  the  elimination  of  35  U.S.C.  146  of  pre.sent 
law,  as  provided  for  by  S.  643. 

G.    NOVELTY    AND    PRIOR    ACT 

The  definition  of  knowledge  of  an  invention  as  prior  art  in  sub.section 
102(d)  (3)  of  S.  643  seems  to  effect  a  minor  but  beneficial  change  from 
pre.sent  law.  It  would  require  that  such  knowledge  be  made  known  to  persons 
capable  of  understanding  it.  Today,  the  availability  of  such  knowledge  to 
the  public  is  adequate  for  it  to  serve  as  prior  art. 

While  we  support  this  provision,  its  intent  might  be  further  clarified  by 
specific  reference  to  "the  art  or  arts"  to  which  the  invention  pertains,  since 
a  particular  invention  may  be  pertinent  to  several  art.s.  AVe  assume  that  the 
judicial  interpretation  of  "known"  in  present  law  is  not  intended  to  be 
otherwise  changed. 

We  note  with  approval  that  section  102(d)  of  S.  643  refers  to  "identity 
of  invention"  as  a  requirement  for  application  of  this  section  in  judging 
patentability.  This  continues  present  law  where  35  U.S.C.  102  is  apijlied 
to  ascertain  the  novelty  of  inventions  and  35  U.S.C.  103  is  applied  in  judging 
the  unobviousness  of  an  invention  over  prior  art  invention;?.  The  phraseology 
of  35  U.S.C.  103  ("not  identically  disclosed  ...  of  this  title")  incorporates 
the  word  "identical"  in  35  U.S.C.  102. 

We  believe  that  the  requirement  of  section  102(d)  (1  i  that  a  prior  art 
publication  be  reasonably  available  to  the  public  of  the  Initefl  States  is  a 
salutary  modification  of  the  patent  law.s.  Today,  a  patent  may  be  barred 
because  the  invention  has  been  described  in  a  generally  unavailable  or 
practically  unknown  publication,  for  example,  a  small  town  weekly  news- 
paper or  a  document  in  a  remote  or  almost  inaccessible  foreign  library. 
We  believe  such  holdings  of  patent  invalidity  defeat  the  public  purpose  of  the 
patent  system  of  di.s.seminating  new  technology. 

This  provision,  as  we  read  it,  does  not  require  a  prior  art  publication 
to  be  available  to  every  member  of  the  public.  Such  publications  need  only 
be  rea.sonably  available  to  at  least  a  part  of  that  .segment  of  the  technical 
community  concerned  with  the  disclo.sed  technology.  Many  members  of  the 
public  have  no  knowledge  of  the  existence  or  contents  of  specialized  library 
collections,  and  this  provision  would  not  necessarily  jireclude  the  documents 
found  in  the.se  libraries  from  being  considered  as  prior  art. 

As  we  read  section  102(d)(2).  the  phra.se  "or  other  tangible  form"  takes 
into  account  as  prior  art  those  publications  not  in  printed  form,  such  as 
microfilmed  documents,  magnetic  tapes,  and  the  like.  Of  course,  such  publi- 
cations must  be  available  to  the  public  of  the  Tinited  Stntes.  As  we  interpret 
this  provision,  it  would  require  the  availability  of  suitable  means  for  the 
interested  public  to  convert  such  material  into  a  u?able  form,  if  necessary. 
For  example,  this  provision  may  require  the  availability  of  a  microfilm 
reader  at  the  library  where  the  microfilm  is  kept  and  the  acce.ssibility  of 
both  to  the  public. 

IT.     EVIDENCE    IN    CONTESTED    CASES 

Recently.  35  U.S.C.  24  has  caused  some  uncertainty  resarding  the  extent 
to  which  the  provisions  of  the  Federal  Rules  of  Civil  Procedure  apply  to 
contested  cases  in  the  Patent  Offiee.  The  last  sentence  of  the  first  paragraph 
of  .section  24  has  been  judicially  interpreted  as  i)ermitting  parties  in  contested 
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cases  to  obtain  evidence  through  collateral  discovery  proceeding  in  the 
district  courts,  governed  only  by  the  Federal  Rules.  See  In  re  Natta,  388 
F.2d  215  (1968).  These  interpretations,  however,  are  contrary  to  the  long- 
standing practice  in  the  Patent  Office,  by  which  inter  partes  contests  were 
subject  only  to  the  Patent  Office  Rules  of  Practice. 

The  phrase,  "insofar  as  consistent  with  such  regulations,"  added  to  present 
law  would  permit  the  Commissioner  to  assume  control  over  these  collateral 
suits  for  discovery.  Thus,  the  Federal  Rules  would  be  applied  only  to  the 
extent  they  are  subsumed  by  Patent  Office  regulations. 

We  would  recommend,  however,  a  more  tar-reaching  revision  of  section 
24,  together  with  a  complementary  revision  of  section  23.  These  -«»visious 
would  retain  the  authority  of  the  Commissioner  to  establish  Rules  of 
Practice  for  the  conduct  of  contested  cases  in  the  Patent  Office.  Of  course, 
certain  of  the  Federal  Rules  of  Civil  Procedure  applicable  to  Patent  Office 
cases  could  most  likely  be  incorporated  into  the  Patent  Office  Rules  of 
Practice. 

Under  these  revisions,  the  ordering  of  discovery  in  contested  Patent  Office 
cases  would  be  within  the  authority  of  Patent  Office  officers.  Thus,  time- 
consuming  discovery  proceedings  in  the  federal  courts,  now  conducted 
collaterally  with  Patent  Office  cases,  would  be  eliminated.  Patent  Office 
orders  would  be  enforcable  by  the  Patent  Office  through  appropriate  remedies 
against  non-complying  parties  which  in  aggravated  cases  might  call  for 
dismissal  of  a  party's  case.  The  sanctions  available  to  the  Patent  Office  are 
the  same  as  those  of  Rule  37(b)  (2)   of  the  Federal  Rules  of  Civil  Procedure. 

The  compliance  of  third  parties  to  a  Patent  Office  order  of  discovery  could 
be  obtained  through  private  enforcement  in  a  federal  court  having  jurisdic- 
tion over  the  party  subject  to  the  order.  This  parallels  the  present  authority 
of  the  federal  courts  to  compel  testimony  in  patent  cases  under  their  snbpena 
power  (35  U.S.C.  24).  In  no  case,  however,  would  Patent  Office  officers  be 
vested  with  subpena  power. 

Our  recommended  revision  is  as  follows : 

'•§  23.  Evidence  in  Patent  Office  cases 

The  Commissioner  shall  establish  regulations  for  the  presentation  and 
production  of  evidence  in  Patent  Office  proceedings  including  affidavits, 
depositions,  discovery,  and  other  evidence,  which  regulations  shall  provide 
parties  with  a  reasonable  and  expeditious  means  of  obtaining  and  producing 
evidence. 

"§  24.  Subpenas,  witnesses 

(a)  The  clerk  of  any  United  States  court  for  the  district  wherein  testi- 
mony is  to  be  talcen  in  accordance  with  regulations  established  by  the 
Commissioner  for  use  in  any  contested  case  in  the  Patent  Office,  shall 
upon  the  applicaton  of  any  party  thereto,  issue  a  subpena  for  any  witness 
residing  or  being  within  .snch  di.striot,  commanding  him  to  appear  and  testify 
before  an  officer  in  such  district  authorized  to  take  testimony,  depositions,  and 
affidavits,  at  the  time  and  place  stated  in  the  subpena.  The  provisions  of 
the  Federal  Rules  of  Civil  Procedure  relating  to  the  attendance  of  witnes.ses. 
witness  fees  and  traveling  expenses,  discovery  and  the  production  of  docu- 
ments and  things  shall  apply  to  contested  cases  in  the  Patent  Office  insofar 
as  not  inconsistent  with  regulations  established  under  section  23  of  this 
title. 

(b)  A  judge  of  a  court  whose  clerk  issued  a  subpena  may  enforce  obedience 
to  the  process  or  pimish  disobedience  as  in  other  like  cases,  on  proof  that 
a  witness,  served  with  such  subpena,  neglected  or  refused  to  aiipear  or  to 
testify.  No  witness  shall  be  deemed  guilty  of  contempt  for  disobeying  such 
subpena  unless  his  fees  and  traveling  expenses  in  going  to,  and  returning 
from,  and  one  day's  attendance  at  the  place  of  examination,  are  paid  or 
tendered  him  at  the  time  of  the  service  of  the  subpoena  :  nor  for  refusing  to 
disclose  any  .secret  matter  except  upon  appropriate  order  of  the  court  which 
issued  the  subpena. 

(c)  The  Patent  Office  trilnmal  hearing  a  contested  casp  may  oompol  com- 
pliance with  an  order  for  discovery  by  the  sanctions  specified  in  subdivision 
(b)(2)  of  Rule  37  Fed.  R.  Civ.  P.,  except  tho.'ie  specified  in  paragraphs  (d) 
and  (e)  of  tliat  subdivision.  Orders  for  discovery  issued  by  such  tribunal 
acainst  any  nerson  not  a  party  to  a  case  in  the  Patent  Office  may  be 
enforced  by  the  district  courts  of  the  United  States  in  the  same  manner  as 
orders  issued  by  such  district  courts." 
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I.    SUFFICIENCY  OF  THE  DISCLOSURE  IN  APPLICATIONS 
INVOLVING   MICROORGANISMS 

Section  112((1)  of  S.  043  would  provide  for  the  deposit  of  a  eiilture  of  a 
inicroorf^anism  when  the  niicroorsaiiism  cannot  l>e  adeciuately  »lescrit)ed  in 
the  patent  application.  This  provision  affords  a  simple  and  equitable  method  of 
dealing  with  disclosures  relating  to  microorganisms  in  most  cases,  and  is 
consistent  with  the  recent  holding  in  In  re  AryoudcliH  et  al.,  168  USPQ  9f> 
(CrPA  1970).  As  presently  drafted,  however,  the  section  could  be  interpreted 
as  permitting  the  deposit  of  a  microorganism  to  substitute  for  a  portion  of 
the  written  description.  We  recommend  that,  in  all  cases,  a  microorganism 
should  be  described  in  the  patent  specification  to  the  fullest  extent  possible. 
This  can  be  effected  by  insertion  of  "descriptive"  in  subparagraph  (2)  before 
"terms"  (line  15  of  page  16). 

J.    FOREIGN   PRIORITY 

"We  would  suggest  certain  minor  amendments  to  section  119.  which  concerns 
the  right  of  priority  on  the  basis  of  an  earlier  filed  application  in  a  foreign 
country.  The  section,  as  it  appears,  does  not  take  into  account  a  provision  of 
the  Paris  Convention  for  the  Protection  of  Industrial  Proi)erty  of  1SS,3,  as 
revised,  to  which  the  United  States  adheres.  The  Paris  Convention  pri>hil>its 
any  requirement  for  the  submission  of  a  certified  copy  of  a  foreign  application 
for  priority  purposes  earlier  than  three  months  after  a  corresponding  aiipli- 
cation  is  filed  in  this  country.  Since  the  Paris  Convention  is  not  self-executing, 
this  limitation  .should  be  sjtecifically  included  in  the  patent  laws.  This  could 
be  done  by  inserting  after  "title"  in  line  24  of  page  IS,  the  phrase  "and  not 
earlier  than  three  months  after  the  actual  filing  date  in  the  TJnited  States." 
In  line  30  of  the  page,  the  word  "the"  should  be  inserted  before  the  word 
"application." 

K.    SECRECY    PROVISIONS 

Section  183.  as  amended  by  S.  643.  would  provide  that  a  patentee  awarded 
compensation  by  the  Court  of  Claims  for  any  damage  cau.sed  by  an  order  of 
secrecy  shall  be  required  to  disclaim  the  terminal  portion  of  the  patent  term 
equal  in  duration  to  any  extension  granted  luider  the  provisions  of  section 
154(e).  This  amendment  would  preclude  a  i>atenteo  from  receiving  both  com- 
pensation for  any  damage  caused  by  an  order  of  secrecy  and  having  the  patent 
term  extended. 

This  Department  agrees  with  this  provision.  We  suggest,  however,  that  the 
limitation  against  overcompensation  should  also  apply  where  a  patentee  ac- 
cepts from  the  head  of  a  department  or  agenc.v  a  settlement  for  damages 
caused  by  reason  of  the  imposition  of  an  order  of  secrecy.  We.  therefore, 
recommend  that  the  sentence  at  lines  34  to  37  of  page  28  of  S.  643  be  can- 
celled and  the  following  sentence  added  after  "based"  at  line  7  of  page  29. 

"A  patentee  receiving  a  settlement  of  his  claim  for  damages  caused  by  rea- 
son of  an  order  of  secrecy  from  a  head  of  a  department  or  agency  or  who  is 
awarded  compensation  for  damages  caused  by  reason  of  an  order  of  secrecy 
by  the  Court  of  Claims  shall  be  required  to  disclaim  the  terminal  portion  of 
the  patent  term  equal  in  duration  to  any  extension  granted  imder  the  pro- 
visions of  section  154(c)  of  this  title." 

L.    REEXAMINATION 

The  wording  of  section  191  offers  the  possibility  that  a  number  of  reexami- 
nation i)roceedinsis  might  be  conducted  for  a  particular  patent.  We  recommend 
an  amendment  making  it  completely  clear  that  only  one  reexamination  would 
be  conducted  for  any  patent.  Accordingly,  line  9  of  page  31  should  be  revi.sed 
to  read,  "any  notice  or  notices  have  been  filed  under  this  section  which  may 
result  in  a  ...  ." 

M.    PRIORITY    CONTESTS 

Section  193  of  S.  643  provides  for  the  issuance  of  a  patent  for  the  earlier 
filed  of  conflictinc  patent  applications  when  rival  inventors  .seek  to  patent  the 
same  invention.  The  later  filing  applicant  would  find  it  necessary  to  estal)li.sh 
an  earlier  date  of  invention  than  his  rival  in  order  to  institute  priority  pro- 
ceedings  and   receive   a    patent.    In    most    circiunstances,    no    inequities   would 
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result  from  the  postponement  of  the  priority  proceeding  until  a  patent  is 
granted  on  the  earlier  filed  application.  There  will  be  some  occasions,  how- 
over,  when  the  earlier  filed  application  cannot  be  promptly  issued  as  a  patent, 
for  example,  when  some  claims  of  the  earlier  filed  application  are  on  appeal. 
In  these  situations,  it  might  be  inequitable  to  later  filing  applicants  for  the 
Patent  OflSce  to  adhere  rigidly  to  the  statutory  requirement  imposed  by  this 
section  for  first  issuance  of  the  earlier  filed  application.  The  Department  sug- 
gests insertion  of  the  word  "ordinarily"  after  "shall"  at  line  13  of  page  32  to 
effect  some  fiexibility  in  this  procedure. 

Both  sections  192  and  193  of  the  bill  would  authorize  a  Patent  OflBce  pro- 
ceeding over  the  question  of  first  inventorship.  Section  193  is  limited  by  its 
terms  to  contests  where  rival  inventors  each  seek  a  patent.  Section  192  would 
permit  an  earlier  inventor  to  invalidate  a  patent  issued  to  a  later  inventor 
of  the  same  invention.  We  understand  S.  643  as  implicitly  authorizing  a  party 
losing  a  section  193  proceeding  on  a  ground  other  than  that  of  prior  inventor- 
ship to  continue  his  claim  of  earlier  inventorship  under  section  192,  regardless 
of  the  one-year  time  limit  for  instituting  proceedings  under  section  192.  This 
presumes,  of  course,  that  such  inventor  timely  instituted  the  section  193  pro- 
ceeding. We  anticipate  a  clarification  of  our  understanding  of  this  matter  by 
adoption  of  appropriate  Patent  Office  rules  of  practice. 

We  also  recommend  that  section  192  be  liberalized  to  permit  invalidation  of 
a  patent  because  of  the  earlier  inventorship  of  a  person  not  a  party  to  the 
proceeding.  The  public  interest  is  best  served  by  the  invalidation  of  such  pat- 
ents regardless  of  whether  or  not  the  inventor  is  a  party.  The  requirement  of 
section  192  that  any  party  alleging  his  or  another's  earlier  inventorship  estab- 
lish a  prima  facie  case  will  protect  patentees  from  abuse  under  this  recom- 
mendation. 

In  addition,  we  commend  that  Section  192  be  modified  to  provide  specifically 
for  the  institution  of  inter  partes  proceedings  where  a  prima  facie  case  is 
presented.  This  and  the  change  mentioned  above  are  refiected  in  the  following 
substitute  language : 

§  192.  Public  use,  prior  inventorship  and  originality. 

"(a)  Within  one  year  after  the  issuance  of  a  patent,  any  person  may  notify 
the  Commissioner  that : 

"(1)  the  invention  claimed  in  such  patent  was  in  public  use  or  on  sale  in 
this  country  more  than  one  year  before  the  actual  filing  date  in  the  United 
States  of  such  patent ; 

"(2)  the  subject  matter  of  a  claim  of  the  patent  is  not  patentable  in  such 
patent  under  the  provisions  of  section  102(d)  (5)  of  this  title  because  of  prior 
invention :  or 

"(3)  the  inventor  named  in  such  patent  was  not  the  original  inventor  of  the 
subject  matter  claimed  in  the  patent. 

"(b)  If  such  person  within  the  time  specified  above  makes  a  prima  facie 
showing,  the  matter  shall  be  determined  by  the  Board  of  Appeals,  in  such 
proceedings  as  the  Commissioner  shall  establish  and  in  which  proceedings  such 
person  shall  be  entitled  to  participate  as  a  party." 

Section  123  of  the  bill  permits  the  publishing  of  a  pending  application  on 
request  of  the  applicant.  We  agree  that  inventors  not  seeking  patents,  whether 
or  not  they  are  former  applicants  who  have  abandoned  their  applications, 
should  not  i)e  permitted  to  institute  section  193  proceedings.  The  right  presently 
available  to  prior  inventors,  by  virtue  of  35  U.S.C.  102(g),  to  invalidate  a 
])atent  on  the  basis  of  earlier  inventorship  in  a  declaratory  judgment  action 
or  in  defense  of  an  infringement  suit,  is  continued  under  102(d)  (5)  of  the 
bill.  We  believe  that  the  continuation  of  this  right  is  completely  adequate  for 
the  protection  of  inventors  unable  for  one  reason  or  another  to  obtain  a 
patent  of  their  own. 

N.    RES   JUDICATA 

Section  194(c)  foreclo.ses  a  narty  instituting  a  proceeding  under  section 
192  or  193  from  later  asserting  the  same  or  comparable  grounds  in  an  infringe- 
ment suit  or  as  the  basis  for  instituting  a  declaratory  judgment  suit.  Wo  feel 
that  tlie  consideration  of  decisions  under  section  192  or  193  as  res  judicata 
might  discourage  reliance  on  these  provisions.  Accordingly,  we  recommend 
that  section  194 (c)  be  amended,  so  that  matters  determined  under  sections 
192  and  103  would  not  be  considered  as  res  judicata.  This  could  be  done  by 
amending  lines  .30  and  31  of  page  33  to  read,  "No  per.son  subject  to  an  ad- 
verse decision  in  a  proceeding  under  this  clinittpr  .  .  .". 
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O.    REISSUES 

We  note  that  section  251  (b)  of  S.  643  does  not  require  an  oath  in  a  reissue 
application  if  the  application  does  not  seek  to  enlarge  the  scope  of  the  claims 
of  the  original  patent.  This  differs  from  the  requirement  of  present  law  that 
permits  the  assignee  of  the  entire  interest  to  apply  for  a  reissued  patent, 
including  the  making  of  the  required  oath,  when  the  claims  of  the  original 
patent  are  not  sought  to  be  enlarged. 

We  recommend  that  the  requirement  of  present  law  be  retained  to  assure 
an  evaluation  by  the  applicant  of  the  pertinent  facts  concerning  patentability 
and  the  right  to  a  patent,  whether  or  not  the  application  is  for  an  original  or 
rei.ssued  patent.  This  could  be  accomplished  by  substituting  the  phrase,  "ex- 
cept that  .  .  .  the  original  patent"  of  present  section  151  for  the  phrase 
"except  that  .  .  ."  of  lines  14  to  17  of  page  35. 

p.    LICENSES  AND  OTHER  TRANSFERS  OF  PATENT  RIGHTS 

The  patent  and  antitrust  laws  are  both  critically  important  to  the  Ameri- 
can economic  system.  It  has  always  been  understood  that  the  strong  but 
limited  and  temporary  monopoly  accorded  inventors  under  the  patent  laws 
serves  this  system  by  encouraging  the  development  and  exploitation  of  inven- 
tions and  the  bringing  of  the  benefits  thereof  to  the  public.  The  creation  and 
utilization  of  new  inventions  almost  always  demands  risk  capital,  which  will 
not  be  available  unless  patent  rights  are  guaranteed  to  inventors  and  in- 
vestors alike  with  clarity  and  certainty. 

Because  of  the  shifting  and  often  uncertain  relationship  between  patent 
rights  and  the  antitrust  laws,  patent  owners  and  others  have  become  increas- 
ingly reluctant  to  enter  into  arrangements  involving  patents,  which  the  patent 
laws  were  intended  to  encourage  (see  the  1966  Report  of  the  President's  Com- 
mission at  page  37).  The  patent  monopoly,  of  course,  must  be  reconciled  with 
the  public  interest  in  business  competition  in  carrying  out  this  jiolicy.  but  the 
relationship  between  these  two  bodies  of  laws  unfortunately  has  developed 
through  judicial  interpretation  in  recent  years  into  a  set  of  vague,  inconsistent 
and  confusing  doctrines. 

The  freedom  and  certainty  that  a  patent  owner  will  have  in  licensing  or 
otherwise  transferring  his  patent  is  critical  to  the  functioning  of  the  patent 
system.  The  greater  this  freedom  and  certainty,  the  greater  the  incentives 
to  invent  and  to  invest  in  the  commercialization  of  new  inventions  and 
to  license  others  to  use  the  new  technology. 

Also  at  issue  is  whether  the  validity  of  particular,  common-place  licensing 
practices  ought  to  be  subject  to  further  uncertainties,  or  whether  a  statutory 
clarification  of  the  rights  of  patent  owners  is  appropriate.  In  recent  years, 
the  patentee's  rights  under  the  law  have  been  made  uncertain  through  a 
series  of  attacks  on  well-established  licensing  T>ractices. 

Since  enactment  of  the  Sherman  and  Clayton  Acts  there  has  existed  a 
natural  tension  between  the  patent  monopoly  which  is  grounded  in  the 
Constitution  and  the  antitrust  laws  which  are  the  product  of  Congressional 
action  regulating  commerce.  In  1955.  a  half-century  of  legal  precedents  in 
the  patent/antitrust  area  was  summarized  in  the  Report  of  the  Attorney 
General's  National  Committee  to  Study  the  Antitrust  Laws.  That  Report  is  an 
acknowledged  landmark.  It  recognized  as  law  and  endorsed  the  correctness  of 
positions,  including  the  rule  of  reason,  that  are  entirely  consistent  with  the  legis- 
lative proposals  we  make  in  this  letter.  The  Report  of  the  Attorney  General's 
Committee  endorsed : 

(a)  the  rule  of  reason  as  stated  In  the  1926  case  of  United  States  v.  Gen- 
eral Electric  Cnrnpanp.  272  U.S.  476  (pp.  231-233)  : 

(b)  certain  limited  types  of  licen.ses  involving  price-fixing    (pp.  233-235)  : 

(c)  field  of  use  re.strictions  nnd  the  holdins  of  Cievrral  Talliuq  Picfiiref 
Corn.  V.  Wefitern  Electric  Co.,  305  F.S.  124  (193S)    (pp.  236-237)  : 

(d)  territorial  limitations  (p.  237)  : 

(el   some  forms  of  tying  arrangements  (pp.  237-23S)  :  and 

(f)  voluntary  package  licensing  (pp.  239-240). 

Since  19.55.  however,  there  have  been  continuing  judicial  inroads,  through 
ca.se-by-case  "development,"  on  the  freedom  of  patentees.  This  movement  re- 
sulted in  the  1966  Rei)ort  of  the  President's  Commission  on  the  Patent  System. 
This  Commission  referred  to  throughout  this  letter  consisted  of  a  bi-parlisan 
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group    of    researchers,    inventors,    academicians,    businessmen,    and    attorneys, 
■with  only  two  of  the  fourteen  members  coming  from  the  patent  bar. 

The  President's  Commission  on  the  Patent  System,  Recommendation  XXII, 
proposed  the  amendment  of  the  patent  laws  to  clarify  certain  aspects  of  the 
licensable  nature  of  patents.  Recommendation  XXII  recognized  that  uncer- 
tainty had  been  created  as  to  the  legality  of  common  licensing  practices  and 
that  patentees  had  become  chary  of  licensing  their  patents  at  all.  The  Com- 
mission recommended  that  field  of  use  licensing  and  the  traditional  rule  of 
reason  (as  recommended  hereinafter)  should  be  given  statutory  recognition 
in  the  Patent  Code. 

The  Commission's  recommendation  reflected  the  considerable  and  growing 
support  in  the  business  community  for  a  provision  of  this  general  nature. 
The  further  erosion  of  patent  rights  in  the  courts  since  that  time  has  made 
clarification  imperative.  There  has  been  little  discussion  until  recently  as 
to  the  precise  form  that  any  clarification  should  take.  Following  the  1966 
report,  Senator  Dirksen  sponsored  a  patent  revision  bill,  S.  2597,  that  included 
patent  licensing  provisions.  The  bill  gained  the  support  of  business  and  the 
Dar.  including  approval  of  the  House  of  Delegates  of  the  American  Bar 
Association  and  the  Patent,  Trademark,  and  Copyright  Law  Section  of  the 
ABA. 

This  Department,  recognizing  the  urgency  of  a  statutory  clarification  to 
afford  some  certainty  for  patent  owners  without  impairing  the  effectiveness 
of  either  the  patent  or  antitrust  laws,  recommends  the  following  amendments 
to  .ejections  261  and  271  of  S.  643.  With  some  exceptions,  these  recommenda- 
tions correspond  to  Amendments  Nos.  23  and  24  to  S.  643,  introduced  by 
Senator  Scott  on  March  19,  1971.  We  are  in  general  agreement  with  the 
Scott  Amendments,  but  prefer  our  recommendations  for  reasons  set  forth 
below. 

While  we  know  of  no  studies  that  show,  with  mathematical  certainty, 
the  significance  of  the  licensing  practices  at  issue,  or  the  adverse  economic 
imi)act  of  the  recently  generated  uncertainties  in  the  law,  we  believe  that 
what  is  known  supports  our  view  that  these  practices  and  developments  are 
important  to  the  value  of  the  patent  grant.  A  recent  survey  by  Professor 
S.  Che.sterfield  Oppenheim,  an  antitrust  expert  and  Co-chairman  of  the 
Attorney  General's  National  Committee  to  Study  the  Antitrust  Laws,  indicates 
that  the  licensing  practices  sanctioned  in  the  provisions  recommended  below 
and  in  the  Scott  amendments  are  in  wide-spread  use.  See  "Empirical  Study 
of  Limitations  in  Domestic  Patent  and  Know-How  Licensing,"  IDEA.  Vol. 
14,  No.  2  (Summer  1970)  pp.  193-211,  under  the  direction  of  Professor 
Oppenheim  and  the  Patent.  Trademark,  and  Copyright  Re.search  Institute 
of  the  George  Washington  University  School  of  Law. 

The  proposals  that  follow  do  not  propose  any  substantial  modifications  of 
present  law,  but  mainly  seek  to  add  certainty  to  the  patent  antitrust  rela- 
tionship by  stabilizing  and  codifying  it.  In  the  few  instances  where  the 
proposals  would  overrule  some  recent  lower  court  decisions,  it  is  submitted 
that  tho.se  cases  are  contrary  to  the  weight  of  authority,  unwi.se,  economically 
counterproductive  and  deserving  of  repudiation. 

(/)  Transfer  of  Patent  Rights 

The  title  of  section  261  .should  be  changed  from  "Ownership :  assignment" 
to  "Tran.sferable  and  licensable  nature  of  patent  rights"  and  the  following 
substituted  for  the  text  of  section  261(b)  in  S.  643: 

"(b)  Applications  for  patent,  patents,  or  any  interest  therein,  shall  be 
assignable  in  law  by  an  instrument  in  writing  and  in  like  manner  excUisive 
rights  imder  applications  for  patent  and  patents  may  be  conveyed  for  the 
whole  or  for  any  specified  part  of  the  United  States.  An  applicant  or 
patentee,  or  his  legal  representative,  may  also,  at  his  election,  licen.se  or 
waive  any  of  his  rights  in  patents  and  applications  for  patent,  in  whole 
or  in  any  part  thereof,  by  exclusive  or  nonexchisive  arrangement  with  parties 
of  his  .selection." 

The  first  sentence  of  proposed  subsection  261(b)  rephrases  the  first  two 
sentences  in  subsection  261(b)  of  S.  643.  without  changing  their  meaning. 
The  second  sentence  of  the  proposed  subsection  codifies  the  long-recognized 
ricrht  of  a  patent  owner  to  grant  a  limited  license:  that  is.  to  license  less 
than    his   total    patent   right,    either   exclusively    or   nonexclusively.    The    pro- 
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vision  does  not  and  is  not  intended  to  make  such  a  license  legal  when 
other  provisions  in  the  license  or  other  circumstances  would  render  it  illegal. 
Also,  proposed  section  201(b)  codifies  the  already  recognized  right  of 
patent  owners  to  decide  whether  or  not  to  license  their  patents,  and  to  whom 
licenses  will  be  offered.  Again,  the  right  to  license  includes  these  rights  under 
present  law,  since  the  patent  laws  have  never  been  construed  to  encompass 
compulsory  licensing  of  any  nature. 

(II)  Licensee  and  AasUjnor  Estoppel 

A  patent  confers  on  the  patent  owner  the  right  to  exclude  others  from 
making,  using  or  selling  his  invention  for  a  period  presently  established  at 
17  years.  A  person  who  infringes  the  patent  by  practicing  the  invention 
without  the  patentee's  permission  may  be  enjoined  or  sued  for  damages, 
or  both.  When  a  patentee  licenses  his  patent,  he  is  in  effect  agreeing  not  to 
exorcise  his  right  to  exclude  the  licensee  from  practicing  the  invention, 
in  exchange  for  legal  consideration  from  the  licensee,  usually  by  the  payment 
of  royalties. 

Occasionally,  a  licensee  decides  for  one  reason  or  another  that  his 
license  is  a  bad  bargain  and  attempts  to  void  it  by  asserting  in  court 
that  the  licensed  patent  is  invalid.  Courts,  in  upholding  rights  and  obliga- 
tions under  patent  licenses,  have  historically  prohibited  attacks  by  a  licensee 
on  the  validity  of  the  licensed  patent,  under  the  doctrine  of  licen.see 
estoppel.  This  doctrine  was  first  definitively  stated  by  the  Supreme  Court  in 
Kinsman  et  al  v.  Parkhurst,  IS  How.  289  (1855).  It  is  founded  on  the 
premise  that  a  licensee  should  not  be  permitted  to  enjoy  the  benefits  afforded 
by  the  agreement,  while  simultaneously  asserting  that  the  patent  which 
forms  the  basis  of  the  agreement  is  invalid. 

A  related  doctrine  is  that  of  assignor  estoppel.  Assignor  estoppel  comes 
into  consideration  when  a  patentee,  after  selling  his  patent  to  another, 
attempts  to  practice  the  invention  and  avoid  infringement  by  asserting  that 
the  patent  is  invalid.  Justice  Frankfurter  properly  stated  its  rationale  in 
the  dissent  in  Scott  Paper  Co.  v.  Marcalus  Mfff.  Co.,  S2C>  U.S.  240,  258  (1045)  : 
"When  by  a  fair  and  free  bargain  a  man  .sells  something  to  another, 
it  hardly  lies  in  his  mouth  to  say,  'I  have  sold  you  nothing.'  It  certainly 
offends  the  rudimentary  sen.se  of  justice  for  courts  to  .sujiiiort  one  who 
purports  to  .sell  something  to  another  in  saying,  'Whnt  I  have  sold  you 
is  worthless.'  even  though  he  did  not  expressly  ])romisc  that  what  he  .sold 
had  worth.  The  obvious  implications  of  fair  dealing  in  commercial  trans- 
actions have  been  part  of  our  law  for  at  least  a  hundred  years.  And  it 
would  be  surprising  indeed  if  the  law  made  a  difference  whether  what 
was  purported  to  he  sold  was  a  diamond,  or  a  secret  process  for  manufacturing 
a  commodity,  or  a  patented  machine." 

The  recent  Supreme  Court  decision  in  Lear,  Inc.  v.  Adkins.  395  U.S. 
653  (1969),  overruled  a  host  of  earlier  ca.ses  and  held  that  a  licensee  is 
not  estopped  from  challenging  the  validity  of  a  patent  under  which  he  is 
licensed.  This  decision  is  generally  thought  to  have  completely  overruled 
the  long-standing  doctrines  of  licensee  and  assignor  estoppel.  In  our  view. 
legislative  modification  of  the  Lear  decision  is  neces.sary  in  the  interest  of 
both  fairness  and  encouragement  of  transfers  of  patent  rights. 

The  Lear  decision,  particiilarly  if  it  is  extended  to  cases  in  which  the 
licensee  has  expressly  agreed  not  to  challenge  validity,  will  encourage  would-be 
patent  infringers  to  accept  patent  licenses  on  any  terms  with  the  view  to 
subsequently  challenging  the  validity  of  the  patent.  The  unfairness  results 
liecause  a  licensee  may  refu.se  to  pay  agreed-upon  patent  royalties  while 
enjoying  immunity  from  injunction  as  an  infringer  because  of  his  status  as 
a  licensee. 

Although  the  moderating  influence  of  the  estopiiol  doctrine  discouraged 
such  practices  by  licensees  before  Lear,  it  is  already  becoming  common 
liractice  for  would-be  infringers  to  accept  the  shield  of  a  patent  licen.se 
and  then  challenge  the  validity  of  a  T)atent. 

The  Lenr  case,  if  ajiplied  to  all  licensing  agreements,  can  only  have  the 
effect  of  promoting  "had  faith"  licensing,  with  an  accompanyins  increase 
in  litigation  by  licen.sees  over  validity.  Licenses  will  be  little  more  than 
unilateral  obligations  on  licensors.  The  Lear  case  will  also  make  l)usiness. 
particularly  small  busines.ses.  wary  of  patent  licen.ses. 

In  order  to  eliminate  the  unfairness  of  the  Lear  ca.se.  the  following  sub- 
section is  suggested  for  addition  to  section  271 : 
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(f)  Whenever  a  licensee  under  a  patent  licensing  arrangement  asserts 
in  appropriate  proceedings  the  invalidity  of  any  i>atent  or  of  any  claim  of 
any  patent  included  in  such  arrangement:  (i)  the  action  in  which  such 
invalidity  is  asserted,  if  then  pending  in  a  state  court,  shall  be  removed 
to  the  district  court  of  the  United  States  for  the  district  embracing  the 
place  where  such  action  is  pending;  and  (ii)  the  licensor  shall,  with  respect 
to  such  patent  or  to  such  claim  of  such  patent,  have  the  option  of  terminating 
such  arrangement ;  provided,  however,  that  if  any  such  arrangement  is  so  ter- 
minated with  respect  to  less  than  all  of  the  patents  or  claims  so  licensed  and 
the  arrangement  itself  does  not  provide  for,  or  the  parties  thei'eto  are  unable, 
within  such  time  as  the  court  may  determine  to  be  reasonable,  to  agree  upon 
the  consideration  to  be  paid  for  the  license  under  the  remaining  patents  or 
claims,  the  court  in  which  the  invalidity  is  asserted  shall  determine  a  reason- 
able consideration  to  be  paid  for  the  patents  or  claims  not  terminated ;  provided 
further,  that  such  termination  shall  not  relieve  the  licensee  of  liabilities  accrued 
for  the  period  prior  to  such  termination.  Agreement  in  such  a  patent  licensing 
arrangement  not  to  contest  the  validity  of  any  licensed  claim  or  patent  shall 
neither  prevent  a  licensee  from  asserting  invalidity  under  this  subsection  nor 
serve  as  the  basis  for  the  finding  of  a  misuse  or  illegal  extension  of  the  patent 
right." 

This  provision  retains  the  right  of  a  licensee  to  challenge  the  validitj^ 
of  a  patent  under  which  he  is  licensed,  and  thus  continues  the  salutary 
aspect  of  the  Lear  case,  namely,  the  public  interest  in  not  having  field.s 
of  technology  foreclosed  by  invalid  patents.  At  the  same  time,  the  ability 
of  the  licensor  to  terminate  an  agreement  when  validity  is  challenged 
moves  toward  restoration  of  a  proper  balance  between  the  rights  of  licensors 
and  licensees.  If  the  public  interest  calls  for  retention  of  the  right  to 
challenge  validity,  the  public  interest  in  the  rights  of  parties  to  contract 
and  in  maintaining  basic  fairness  in  business  dealings  requires  a  licensee 
to  risk  the  loss  of  his  license  rights  under  the  patent  and  assume  the 
status  of  an  infringer  before  challenging  the  validity  of  the  patent.  This 
would  remove  the  power  of  a  licensee  to  force  a  licensor  to  finance  him 
through  years  of  litigation.  It  would  also  permit  a  licensor  to  cancel  the 
license  granted  to  the  licensee,  and  to  relicense  his  patent  without  being 
in  the  position  of  having  lost  the  opportunity  to  spread  the  technology 
involved  during  years  of  litigation. 

Proposed  subsection  271(f)  does  not  require  the  payment  of  royalties 
owed  prior  to  termination  as  a  condition  for  as.serting  invalidity  of  a 
licen.sed  patent,  bn*^  neither  does  it  relieve  the  licensee  from  liability  for 
such  royalties  for  (lie  period  prior  to  termination.  In  many  cases,  a  licensee 
may  not  be  financially  able  to  pay  all  royalties  owed  or  may  not  be  able  to 
determine  the  exact  royalty  due  prior  to  bringing  suit,  even  though  he 
reasonably  believes  the  licensed  patent  to  be  invalid.  Thus,  the  freedom  to 
challenge  validity  should  not  depend  on  payment  of  royalties  already  due. 
However,  until  the  license  is  terminated  the  licensee  enjoys  the  benefit  of 
the  license  (i.e.,  the  licensor's  forbearance  to  bring  suit  for  infringement  and. 
perhaps,  the  absence  of  others  able  to  practice  the  invention),  and  he  should 
be  held  liable  for  royalties  accruing  during  that  period. 

In  addition,  the  Lear  case  has  introduced  a  state  of  potential  chaos  into 
the  patent  law  by  opening  up  the  state  courts  to  the  adjudication  of  patent 
validity  on  a  broad  scale.  Therefore,  the  estoppel  provision  calls  for  the 
automatic  removal  of  patent  license  suits  to  an  appropriate  district  court 
when  the  validity  of  the  licensed  patent  is  brought  into  question.  This 
provision  would  conform  to  the  beneficial  policy  of  vesting  in  the  district 
courts  original  jurisdiction  of  civil  actions  relating  to  patents  (2(S  U.S.C. 
138.S(a)). 

If  the  licensee  were  to  challenge  all  of  the  patents  in  a  package  of  licensed 
patents,  he  would  obviously  be  required  to  assume  the  status  described  in 
this  provision  for  a  person  challenging  the  validity  of  a  single  patent  under 
which  he  is  licensed.  A  ^nrticninrly  complex  situation  comes  about,  however, 
when  a  licensee  desires  to  chall(>nge  the  validity  of  only  some  of  the  patents 
in  a  packnge  imder  whi<'h  he  is  licensed  or  of  only  some  of  the  claims  in  a 
licensed  patent. 

Obviously,  the  license  agreement  should  not  be  completely  terminated. 
even    in    the   case    of   successful    challenge,    .so    provision    has    been    made    for 
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continuing  tlie  royalty  payments  on  the  uncliallenged  patents.  Our  proposal 
would  charge  the  district  court  with  establishing  royalties,  taking  into 
account  all  of  the  circumstances,  in  the  event  the  parties  have  not  separated 
the  royalty  payments  in  the  license  or  cannot  agree  on  a  royalty. 

Prior  to  Lear,  not  only  did  the  law  create  an  estoppel,  but  also,  parties 
to  a  license  would  often  reaffirm  the  estoppel  rule  by  including  in  the  license 
clauses  precluding  the  licensee  from  contesting  the  validity  of  the  patent. 
The  status  of  "no-contest"  clauses  in  patent  licenses  rci|\iires  clarification, 
since  many  presently  existing  licenses  include  them.  In  Bendix  v.  Jialax, 
(421  F.2d  809  (7th  Cir.  1970)),  the  court,  building  on  the  logic  of  the 
Lear  case,  held  that  the  inclusion  of  a  "no-contest"  clause  in  a  license  could 
constitute  an  antitrust  violation. 

The  proposed  provision  overcomes  the  possibility  raised  by  the  Bendix 
decision  that  the  mere  existence  of  a  "no-contest"  clause,  even  though  not 
enforced  or  determined  unenforceable,  can  raise  antitrust  or  misuse  impli- 
cations. 

Existing  licenses  with  "no-contest"  provisions  would  be  protected  against 
retroactive  invalidation  by  enactment  of  this  provision,  but  the  provision  does 
make  such  clauses  unenforceable. 

To  assure  continuation  of  the  equitable  doctrine  of  assignor  estoppel, 
section  271  should  also  be  amended  by  the  addition  of  the  following  subsection : 

"(g)  No  assignor  of  a  patent  shall  contest,  directly  or  indirectly,  the  validity 
of  the  assigned  patent,  unless  and  until  such  assignor  shall  have  first 
restored  to  the  assignee  the  consideration  received  for  the  assigned  patent." 

The  doctrines  of  licensee  and  assignor  estoppel  are  both  based  on  funda- 
mental concepts  of  fair  dealing  between  parties.  Our  proposal,  therefore, 
imposes  on  assignors  the  equitable  requirement  of  returning  any  considera- 
tion to  the  a.ssiguee  in  order  to  question  the  validity  of  the  patent  sold. 
Thus,  an  assignor  on  challenging  validity  would  be  in  much  the  same  status 
as  an  accused  infringer  or  a  plaintiff  in  a  declaratory  judgment  suit. 

(Ill)  Rule  of  Reason 
The  following  sub.section  should  be  added  to  section  271 : 

"(h)  (1)  No  patent  owner  or  applicant  for  patent  shall  be  giiilty  of 
mi.suse  or  illegal  extension  of  patent  rights  solely  becau.se  he  enters  into  or 
will  only  enter  into  a  license  agreement  granting  or  waiving  rights  under 
the  patent  that  excludes  or  restricts  conduct  in  a  manner  that  is  reasonable 
under  the  circumstances,  at  the  time  the  license  agreement  is  made  or  offered 
to  be  made,  to  secure  to  the  patent  owner  the  full  benefits  of  his  patent 
grant  under  this  title.  The  burden  of  establishing  misuse  or  illegal  extension 
of  patent  rights  shall  lie  with  the  party  asserting  such  misuse  or  illegal 
extension. 

(2)  Provided,  however,  the  provisions  of  this  section  shall  not  apply  to 
any  license  arrangement  entered  into  after  the  effective  date  of  this  Act 
requiring  the  licensee  as  a  condition  of  entering  the  licen.se : 

(a)  to  adhere  to  any  price  with  respect  to  such  licensee's  sale  of  any 
product ; 

(b)  to  purchase  unpatented  or  patented  articles  from  the  licensor  or  from 
any  person  designated  by  the  licen.sor ; 

(c)  to  be  restricted  or  limited,  directly  or  indirectly,  in  the  re.«ale  of 
articles  which  such  licensee  has  purchased: 

(d)  to  refrain  from  dealing  in  any  product,  service  or  chose  in  action 
not  within  the  scope  of  the  patent ; 

(e)  to  have  joint  power  with  the  patent  owner  or  api)licant  to  determine 
whether  additional  licenses  should  be  granted :  provided  further,  however, 
that  nothing  herein  shall  be  construed  to  prohibit  the  grant  of  a  sole  and 
exclusive  license  with  the  right  to  sub-license. 

The  legality  of  such  arrangements  under  other  laws  shall  be  determined 
as  if  no  patent  exi.sts." 

Subsection  (h)  would  provide  for  the  application  of  a  "rule  of  reason" 
in  judging  mi.suse  of  the  patent  right.  It  would  not  change  existing  decisional 
law.  but  it  would  settle  uncertainties  that  have  been  created  by  the  writings 
of  numerous  commentators. 

There  are  a  number  of  licensing  practices  in  common  use  today,  e.g., 
package  licenses,   various  kinds   of  royalty  arrangements,   and   patent   pools. 
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about  which  doubts  exist  as  to  their  enforceability  in  light  of  the  patent 
misuse  doctrine.  In  our  opinion,  a  rule  of  reason  should  be  adopted  in 
judging  the  propriety  of  these  and  other  commercial  practices.  Each  licensing 
situation  should  be'  judged  on  its  merits  in  light  of  all  the  surrounding 
circumstances  in  determining  whether  or  not  the  license  in  question  goes 
beyond  the  reasonable  reward  a  patentee  may  receive  for  his  patent.  Also. 
the  legality  of  yet  untested  practices  should  be  judged  in  accordance  with 
a  "rule  of  reason". 

The  public  interest  in  the  dissemination  and  application  of  new  technology 
is  better  served  by  considering  the  reasonableness  of  each  individual  situation, 
rather  than  by  permitting  or  encouraging  courts  to  develop  doctrines  which 
condemn  particular  practices  as  illegal  without  any  investigation  of  the 
business  circumstances  from  which  they  arose  and  their  actual  economic 
impact. 

The  "rule  of  reason"  is  a  comprehensive  rule  for  judicial  evaluation  of 
patent  licensing  practices.  Under  our  proposal,  a  patent  license  cannot  be  held 
unenforceable  solely  because  it  excludes  or  restricts  conduct  in  a  manner 
that  is  reasonable  under  the  circumstances  to  secure  to  patent  owners  the 
benefits  to  which  they  are  entitled.  The  inclusion  of  "solely"  emphasizes  our 
intention  to  assure  that  practices  beyond  this  legitimate  end  will  be  con- 
demned as  unreasonable.  We  further  intend  our  proposal  as  requiring  the 
reasonableness  of  any  license  to  be  judged  as  of  the  time  it  was  made.  This 
requirement  would  free  the  parties  from  the  risk  that  unpredictable  economic 
circumstances  or  judicial  holdings  might  turn  a  lawful  contract  into  an 
unlawful  one.  The  last  sentence  of  the  proposal  places  the  burden  of 
establishing  unreasonableness  on  the  party  asserting  it. 

This  proposal  is  supported  by  the  leading  case  of  United  States  v.  General 
Electric  Co.,  272  U.S.  476  (1926).  and  the  later  decided  cases,  and  by  both 
the  1955  Attorney  General's  Report  and  the  1966  Report  of  the  President's 
Commission.  The  1955  Attorney  General's  Report  stated : 

"The  classic  yardstick  for  measuring  the  remuneration  to  which  the 
patentee  is  entitled  was  announced  in  United  States  v.  General  Electric. 
The  Court  there  formulated,  as  the  test  of  determining  whether  or  not  the 
patentee's  conduct  is  within  the  ambit  of  his  grant,  the  standard  that  he 
may  license  'for  any  royalty,  or  upon  any  condition  the  performance  of  which 
is  reasonably  within  the  reward  which  the  patentee  by  the  grant  of  the 
patent  is  entitled  to  secure.'  This  makes  permissible  all  restrictons  'normally 
and  reasonably  adapted'  to  the  patent  policy  of  securing  to  the  inventor 
rewards  ancillary  to  his  patent  grant." 

Our  provision  takes  into  account  a  number  of  exceptions  to  the  "rule  of 
reason."  therel)y  continuing  the  prevalent  line  of  judicial  reasoning  as  to 
these  enumerated  exception.s.  The  fact  that  these  exceptions  are  excluded 
from  consideration  imder  the  standard  of  our  proposed  subsection  (h)  does 
not  automatically  make  them  per  se  illegal.  Rather,  they  would  be  treated 
as  if  no  patent  exists.  Therefore,  they  would  retain  their  present  legal  status 
under  court  decisions.  We  point  out  that  none  of  the  five  licensing  practices 
enumerated  as  falling  outside  the  rule  of  reason  we  propose  are  now  judicially 
condemned  as  per  se  illegal. 

Our  proposal  would  have  substantially  the  same  effect  as  proposed  sub- 
section 271(f)  of  Amendment  No.  24  to  S.  643.  We  believe,  however,  that 
our  proposal  is  somewhat  clearer,  and  prefer  it  for  this  reason. 

(IV)  Royalties 
We  believe  the  following  shoiild  be  added  to  section  271  of  the  bill : 
(i)   No  patent  applicant  or  patent  owner  shall  be  guilty  of  misuse  or  illegal 

extension  of  patent  rights  solely : 

(1)    Iiecause    he    enters    into    or    offers    to    enter    into    an    arrangement    of 

assignment,   license    or   waiver    of   some    or    all    of   his    patent    rights,    which 

arrangement  includes  provisions  for  the  payment  of  a  royalty  fee  or  purchase 

price : 

(a)  in  any  amount,  however  paid,  provided  that  any  amount  paid  after 
expiration  of  a  patent  is  based  solely  upon  activities  prior  to  such  expiration  : 

(b)  not  measured  by  the  subject  matter  of  the  patent  or  by  the  extent 
of  use  of  the  right  assigned,  licensed  or  waived: 

(c)  not  computed  in  a  manner  that  segregates  the  charge  for  any  particular 
patent,  or  for  any  particular  claim  or  claims  of  one  or  more  patents ; 
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(d)   differing  from  that  provided  in  some  other  arrangement;  or 

(2)  because  he  enters  into  or  offers  to  enter  into  a  nonexclusive  exchange 
of  patent  rights,  with  or  without  the  payment  or  purchase  iirovisions  speci- 
fied in  paragraph    (1)    above." 

Royalty  and  payment  provisions  are  the  subject  of  proposed  section  271  (i>. 
I'rovisions  of  this  Icind  have  been  closely  examined  by  courts,  and  a  consid- 
erable body  of  law  has  developed  around  their  legality  or  illegality.  The  pro- 
posed section  identities  commonly  used  royalty  or  pricing  practices  which, 
standing  alone,  parties  should  be  able  to  include  in  patent  licensing  agree- 
ments. If  other  factors  or  circumstances  are  present  in  a  licen.se  including 
practices  such  as  these,  the  rule  of  reason  of  proposed  subsection  (h)  would 
be  applied  in  considering  the  legality  and  enforceability  of  the  license. 

Subsection  (i)(l)(a)  approves  freely  negotiated  royalties  of  any  amount. 
This  is  generally  regarded  as  a  traditional  right  of  i)atent  licensors  and  other 
property  owner.s.  See  Brulotte  v.  Tfnj.s,  379  U.S.  29  (1964).  To  this  extent,  the 
decision  in  American  Photocopy  Co.  v.  Rovico,  Inc.,  359  F.  2d  745  (19(i0),  out- 
lawing "exorbitant  and  oppressive"  royalties  would  be  overturned.  The  market 
place  provides  whatever  price  controls  are  either  needed  or  justified. 

Subsection  (i)  (1)  (a)  also  concerns  royalties  or  other  payments  made  after 
expiration  of  the  patent  for  activities  which  occurred  during  the  patent  term. 
This  sub.section  would  not  sanction  provisions  which  were  specifically  con- 
demned l»y  the  Supreme  Coiirt  in  Brulotte  v.  Thy.^,  supra.  However,  it  would 
permit  the  spreading  of  royalty  payments  beyond  the  patent  term  for  activities 
during  the  term,  which  small  businesses  often  find  advantageous  or  necessary 
in  entering  a  new  field.  This  right  to  extend  royalties  beyond  the  patent  term 
was  recognized  by  the  Supreme  Court,  by  way  of  dicta,  in  the  Brulotte  case 
and  in  Zenith  Radio  Corp.  v.  Eazeltine  Research,  Inc.,  395  U.S.  100  (1069). 
Of  course,  royalty  arrangements  could  not  be  used  under  this  provision  to 
extend  the  .scope  of  the  patent  beyond  the  claimed  invention. 

Subsection  (i)  (1)  (b)  would  recognize,  as  courts  have  done,  that  complex 
royalty  determinations  may  be  avoided  by  basing  royalties  on  factors  other 
than  the  actual  use  of  the  patented  invention.  The  enforceability  of  such  prac- 
tices was  specifically  upheld  in  Automatic  Radio  Mfg.  Co..  Inc.,  v.  Hazeltive 
Research,  Inc.,  339  U.S.  827  (1950),  where  royalties  were  based  on  the  total 
sales  of  the  licensee's  radio  receivers,  even  though  some  receivers  did  not 
incorporate  the  patented  invention.  Accordingly,  the  practical  diflBculties  and 
inconveniences  of  determining  how  many  of  the  radio  receivers  manufactured 
by  the  licensee  incorporated  the  patented  invention  were  avoided  in  computing 
royalties. 

On  the  other  hand,  royalties  that  are  computed  without  regard  to  the  actual 
use  of  the  invention  may  be  used  illegally  as  a  means  to  extend  the  patent 
beyond  the  claimed  invention. 

Tlius.  where  the  patent  owner  conditions  the  granting  of  a  license  upon  a 
royalty  arrangement  that,  in  effect,  forces  the  licensee  to  purchase  other  unre- 
lated patents  or  property,  this  provision  would  be  of  no  avail.  See  Zenith 
Radio  Corp.  v.  Eazeltine  Research,  388  F.2d  25  (CA7  1967),  affd.,  395  U.S.  100 
(1989). 

Subsection  (i)  (1)  (c)  approves  licenses  for  a  group  of  patents  as  a  package, 
where  the  royalty  rate  does  not  segregate  the  charge  for  any  particular  patent. 
We  recognize  that  such  a  licensing  practice  affords  patent  owners  an  opportu- 
nity to  compel  prospective  licensees  into  accepting  an  entire  package,  whatever 
their  actual  requirements  or  needs.  This  practice  involves  the  extension  of  the 
monopoly  beyond  the  claims  of  the  licensed  invention.  Accordingly,  the  section 
is  not  intended  to  .sanction  the  compelling  of  licensees  to  accept  the  entire 
package.  The  line  of  cases  condemning  such  package  licensing  practices,  in- 
cluding American  fiecurity  v.  Shatterproof  Glass  Corp.,  268  F.2d  769  (1959). 
would  l)e  unaffected. 

The  i)rovision  also  deals  with  package  lirenses  involving  fixed  royalties 
which  do  not  dimini.sh  as  individual  patents  in  the  package  exiiire.  Our  pro- 
posal would  codifv  this  judiciallv  upheld  licensing  practice,  as  in  Well  Surrru'^ 
v.  Perfo-Log,  396  F.2d  15  (1968)  and  McCuIlouqh  Tool  v.  'Well  Surveys,  343  F.2d 
381  (1965). 

We  regard  nondiminishing  ro.valties  as  a  completely  acceptable  consequence 
of  arms-length  bargaining.  Since  the  public  interest  is  not  affected,  we  see  no 
reason    for   forbidding   such    royalty   arrangements.    Cases    such    as    Rorform 
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Corporation  v.  Acitelli-Standard  Concrete  Wall,  Inc.,  367  F.2d  678  (1966), 
would  similarly  not  be  upset. 

In  the  Rocform  case,  for  example,  factors  were  present  which  would  take 
the  case  out  of  consideration  under  this  provision  and  cause  it  to  be  consid- 
ered under  subsection  271(h),  the  "rule  of  reason"  provision.  The  court  found 
that  the  licensed  package  involved  only  one  patent  of  interest  to  the  licensee, 
while  the  licensee  was  required  to  accept  the  package  to  receive  rights  under 
that  one  patent.  The  license  in  that  case  also  required  the  purchase  of  unpat- 
ented supplies  for  use  in  the  patented  system. 

Package  licenses  are  often  extremely  convenient  to  both  parties.  Indeed, 
where  patents  are  closely  related  or  actually  dependent,  licensing  by  the 
package  with  a  single  royalty  rate  may  be  essential.  Not  surprisingly,  the 
Oppenheim  study  (mentioned  above)  has  found  that  package  licensing  is 
icommonplace. 

Subsection  (i)  (1)  (d)  would  authorize  licenses  providing  for  royalty  rates 
■which  differ  as  among  licensees.  There  are  compelling  reasons  for  providing 
statutory  authority  for  differing  royalties.  The  inability  of  patent  owners  to 
xiegotiate  licenses  at  other  than  a  predetermined  rate  would  probably  increase 
the  number  of  infringement  suits,  and  prospective  licensees  might  prefer  the 
risk  of  an  infringement  suit  to  a  license  at  an  unacceptable  rate.  Patent 
owners  frequently  offer  the  first  licensee  a  lower  royalty  rate  as  an  effective 
.and  equitable  way  of  compensating  him  for  his  efforts  and  expenses  in  devel- 
oping know-how  or  in  establishing  a  market  for  a  new  invention.  Later 
licensees  capitalizing  on  an  already  established  market  must  expect  to  pay 
higher  royalties,  or  there  would  be  no  incentive  for  the  first  licensee  to  enter 
that  market.  Also,  a  license  may  simply  be  worth  more  to  some  licensees  than 
to  others,  or  worth  more  or  less  at  different  times.  The  right  of  a  patent 
owner  to  charge  differing  royalty  rates  as  among  licensees  has,  of  course,  been 
judicially  upheld,  e.g.  Bcla  Seating  Co.  v.  Poloron  Products  Inc.,  297  F.Supp. 
489    (1968). 

The  provision  in  no  way  impairs  the  present  rights  of  a  licensee  to  bargain 
for  the  best  terms  he  can.  A  licensee  may  seek  a  guarantee  of  some  sort  from 
the  licensor  by  way  of  royalty  preferences  over  later  licenses  to  assure  the 
recoupment  of  his  investment  in  establishing  a  market  for  a  new  product. 
Such  licenses  would  be  judged  under  the  "rule  of  reason"  as  they  are  today. 
To  the  extent  that  there  are  adverse  effects  on  competition  from  royalty 
differentials  they  are  indisputably  and  significantly  less  than  the  adverse 
effects  that  could  result  from  requiring  uniform  royalty  rates. 

We  recognize  that  some  recent  cases  have  held  to  the  contrary,  namely 
La  Peyre  v.  FTC,  366  F.2d  117  (1966),  and  Peelers  v.  Wendt,  260  F.Supp.  193 
(1966).  We  believe  that  the  rule  of  these  decisions  deserves  repudiation  ex- 
cept to  the  extent  that  a  case  may  involve  other  factors.  These  cases  concerned 
the  licensing  of  shrimp-peeling  machines  both  to  West  Coast  and  Gulf  Coast 
•canuers.  The  royalty  charged  by  the  patentee  was  based  on  the  number  of 
revolutions  of  the  roller  in  the  patented  machine,  but  the  royalty  rate  was 
twice  as  high  for  the  West  Coast  canners.  Since  West  Coast  shrimp  are  much 
smaller  than  Gulf  Coast  shrimp,  the  royalty  rate  was  directly  related  to  the 
labor  costs  saved  by  the  canners. 

The  courts  in  the.se  cases  failed  to  acknowledge  a  patentee's  right  to  licen.se 
liis  patent  at  differing  royalty  rates  based  on  its  worth  to  respective  licensees. 
A  uniform  royalty  rate  to  both  owners  based  on  the  actual  number  of  shrimp 
peeled  would  most  likely  and  properly  have  been  judicially  approved.  How- 
ever, the  differing  royalty  rate  should  also  have  been  approved. 

Subsection  (i)  (2)  concerns  nonexclusive  exchanges  of  patent  rights.  Ever 
since  the  Cracking  Patents  case,  Standard  Oil  v.  United  States,  283  U.S.  163 
(1931).  it  has  been  held  that  agreements  to  exchange  licenses  to  patents, 
standing  alone,  are  enforceable  and  do  not  constitute  misuse.  Cases  before 
and  since  have  held  such  agreements  a  misuse  and  unenforceable  only  when 
additional  circumstances  evidence  a  violation  of  the  antitrust  laws.  For  ex- 
ample, Kohe  Inc.  v.  Dempsey  Pump  Co.,  198  F.2d  416  (10th  Cir.  1952),  explains 
that  patent  pools  are  not  illegal  in  themselves  when  created  for  legitimate 
purpo.se.s.  If  a  factor  beyond  the  mere  existence  of  the  pool  is  present,  such  as 
an  intent  to  monopolize  along  with  the  power  to  do  so,  as  was  true  in  the 
Kobe  case  and  in  Hartford-Empire  Co.  v.  United  States,  323  U.S.  386  (1945), 
the  pool  would  be  examined  under  the  "rule  of  reason"  provision. 
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Similarly,  agreements  requiring  a  licensee  to  grant  non-exclusive  licenses  on 
any  patented  improvements  back  to  tlie  licensor,  by  themselves,  Lave  not  been 
held  unenforceable.  The  doctrines  developed  by  courts  on  these  practices  would 
be  continued.  AVe  point  out  that  even  exclusive  grantback  licenses  are  today 
not  per  .se  illegal,  but  are  examined  in  light  of  the  surrounding  circumstance.s, 
as  in  Transparent-Wrap  Machine  Corp.  v.  ^tokea  d  .'^niith  Co.  329  U.S.  G37 
(1947). 

Uur  provision  is  very  similar  to  the  corresponding  one  in  Amendment  Xo. 
114,  which  we  also  endorse  for  its  substantive  content.  However,  we  prefer  the 
language  of  our  proposal. 

H)   The  License  of  Less  Than  the  Total  Patent  Right 

The  following  subsection  should  be  added  to  section  271 : 

"(j)  Xo  patent  owner  or  applicant  for  patent  shall  be  guilty  of  misuse  or 
illegal  extension  of  patent  rights  solely  because  he  licenses  less  than  all  the 
rights  which  might  be  licensed  under  his  patent  or  applicaton  for  patent, 
including  rights  to  less  than  all  of  the  territory,  patent  term,  uses,  forms, 
(luantities,  or  numbers  of  operations  which  might  be  licensed." 

This  provision  codifies  the  well-.settled  rule  of  General  Talking  Pictures, 
supra  and  numerous  latter  ca.ses.  It  would  si)ecifically  authorize  a  number  of 
conventional  licensing  practices  where  a  license  is  given  for  less  than  the 
totality  of  patent  rights  possessed  by  the  patent  owner. 

A  license  for  less  than  all  of  the  territory  which  might  have  been  licensed 
simply  means  that  the  license  has  effect  only  in  a  geographic  portion  of  the 
United  States,  rather  than  throughout  the  entire  nation.  Assignments  and 
licenses  of  a  patent  effective  in  only  a  portion  of  the  United  States  are  spe- 
cifically provided  for  under  the  present  patent  laws  and  in  S.  643.  Territorial 
limitations  in  licenses  have  consistently  been  upheld  by  courts,  for  example  in 
Brownell  v.  Ketcham  ^Yire  d  Mfg.  Co.,  211  F.2d  121  (CA9  1954),  and  this 
codification  does  not  change  present  law. 

Similarly  encompassed  within  the  patent  grant  are  tlie  rights  to  select 
licensees  or  not  to  license  at  all.  Accordingly,  proposed  section  271(j)  com- 
plements our  propo.sed  section  261(b),  where  the  licensable  nature  of  the 
patent  right  is  codified  in  a  general  way. 

Field  of  u.se  licenses  are  commonplace  according  to  the  Oppenheim  study 
(mentioned  above).  That  study  reports  a  rich  variety  of  excellent  reasons 
for  field  of  use  licensing,  including :  testing  the  utility  of  the  invention  in  one 
field  while  collecting  information  for  a  general  licensing  policy :  inability  to 
determine  the  value  of  patents  in  fields  not  embodied  in  the  license ;  maintain- 
ing exclusivity  by  the  licensee  in  his  field ;  fitting  the  needs  and  capabilities 
of  the  licensee ;  and  minimizing  royalty  rates  for  licensees  in  certain  fields. 

As  a  specific  example  of  the  need  for  use  limitations,  consider  a  plastic 
which  may  be  commercially  valuable  in  the  manufacture  of  both  dentures  and 
automobile  bodies.  The  licensor,  in  seeking  to  maximize  his  returns  from  the 
patent,  licenses  it  to  those  best  able  to  exploit  the  invention.  The  patent 
owner  relies  on  "use"  limitations  to  apportion  patent  rights  among  the  li- 
censees, so  the  public  will  have  the  benefit  of  all  uses  under  all  licenses. 
Otherwise,  the  automobile  manufacturer  may  insist  upon  an  exclusive  license 
before  incurring  tooling  and  marketing  expenses  for  his  automobile.  Unless 
that  exclusive  license  is  limited  to  use  in  the  automol)ile  field,  the  jiublic  and 
investors  are  denied  use  of  the  invention  in  dentures.  Conversely,  unless 
nonexclusive  licenses  to  numerous  denture  manufacturers  are  limited  to  use 
of  the  invention  in  dentures,  exclusive  rights  in  the  automobile  field  are 
unavailabl(>  and  no  automobile  manufacturer  will  risk  the  investment  neces- 
.sary  to  bring  the  invention  to  the  market  place.  Another  example  would  be 
the  situation  where  a  small  business  desires  to  license  others  in  certain  fields 
but  to  maintain  exclusivity  in  his  own  field. 

"Use"  limitations  in  licenses  are  generally  accepted  today  to  permit  a  patent 
owner  to  license  his  patent  for  less  than  all  the  fields  for  which  the  patent 
has  use.  These  limitations  have  recently  been  held  enforceable  iu  A  d  E 
Plastik  Pak  v.  Monsanto.  396  F.2d  710  (196S)  and  Chcmaqro  v.  Universal 
Chem..  244  F.  Supp.  4S6  (1965). 

Limitations  in  licenses  on  the  form  of  a  licensed  invention  restrict  the  way 
a  patented  product  may  be  made,  or  the  appearance  the  product  shall  take. 
For  example,  a  license  could  be  granted  under  this  provision  for  the  manu- 
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facture  of  a  pharmaceutical  product  only  in  bulk  form.  This  would  exclude  its 
manufacture  in  dosage  or  pill  form.  Suits  have  been  brought  alleging  the 
impropriety  of  form  limitations,  analogizing  them  to  use  limitations.  There  is 
no  judicial  doctrine,  however,  holding  either  form  or  use  limitations  unen- 
forceable in  themselves,  nor  should  there  be.  To  the  contrary,  form  limitations 
were  upheld  in  Bela  Seating  Co.  v.  Poloron,  297  F.  Supp.  489  (1968).  This 
does  not  imply  that  a  form  limitation  is  authorized  if  it  is  used  in  circum- 
stances that  illegally  extend  the  patent  monopoly. 

The  other  permissible  limitations  are  self-explanatory,  and  this  provision 
would  codify  established  interpretations  holding  them  proper  as  falling  within 
the  scope  of  the  patent  right. 

This  subsection,  however,  does  not  immunize  from  the  antitrust  laws  or 
the  doctrine  of  patent  misuse  any  license  for  less  than  the  entire  patent  rights 
where  the  license  also  imposes  improper  conditions  on  a  licensee  or  where  there 
are  factors  or  circumstances  surrounding  the  license  which  may  require  evalu- 
ation under  a  "rule  of  reason". 

We  recognize  that  Amendment  No.  24  to  S.  643  is  intended  to  accomplish 
this  same  purpose.  Our  proposal,  however,  seems  clearer  and  less  likely  to 
create  confusion  over  its  meaning.  We  realize  that  any  language  on  this  sub- 
ject will  raise  questions,  but  we  feel,  nevertheless,  that  registration  is  im- 
perative. 

Q.    THE  PREEMPTION  OF  PROPRIETARY  RIGHTS 

A  recent  opinion  of  the  United  States  Supreme  Court  has  brought  into 
question  the  extent  of  protection  available  outside  of  the  patent  system  for 
trade  secrets,  technological  know-how  and  similar  kinds  of  proprietary  knowl- 
edge. In  Lear,  Inc.  v.  Adkins,  395  U.S.  653  (1969),  the  court  considered  the 
rights  of  an  inventor  to  collect  royalties  under  an  agreement  licensing  an 
invention  for  which  a  patent  application  was  pending.  In  a  separate  opinion, 
Justice  Black,  relying  upon  the  decisions  in  the  Sears  and  Cotnpco  cases, 
expressed  his  belief  that  no  state  can  authorize  any  kind  of  monopoly  on 
what  is  claimed  to  be  a  new  invention,  except  when  a  patent  has  been  ob- 
tained {Sears,  Roebuck  d  Co.  v.  Stiff  el  Co.,  376  U.S.  225  (1934)  and  Compco 
Corp.  V.  Day-Brite  Lighting,  Inc.,  376  U.S.  234  (1964) ). 

This  view,  if  adopted  by  courts  in  the  future,  would  mean  that  trade  .se- 
crets, technological  know-how,  and  other  proprietary  information  could  be 
protected  or  transferred  only  when  the  subject  of  a  valid  patent.  In  fact,  a 
recent  decision,  Painton  &  Co.  v.  Bourns  Inc.,  309  F.  Supp.  271  ( S.D.N. Y. 
1970),  held  that  virtually  all  rights  in  technology  which  traditionally  have 
been  recognized  under  state  law,  such  as  the  right  to  sell  a  trade  secret,  are 
preempted  by  the  patent  laws.  This  case  would  not  only  abrogate  domestic 
agreements  concerning  trade  secrets,  know-how  and  confidential  disclosures, 
but  would  also  set  aside  agreements  made  in  this  country  with  foreign  na- 
tionals involving  over  one  billion  dollars  in   favorable  balance   of  payment.?. 

As  we  interpret  section  301  of  S.  643,  the  phrase  "contractual  or  other 
rights  or  obligations,  not  in  the  nature  of  patent  rights"  does  not  refer  to 
rights  which  are  exclusive  in  nature,  that  is,  rights  to  exclude  all  other 
parties.  The  powers  to  grant  a  monopoly  for  patentable  rights  would,  of 
course,  still  be  the  exclusive  domain  of  federal  patent  law.  However,  common 
law  and  statutory  rights  to  exclude  only  certain  parties  by  virtue  of  a  con- 
tractual or  similar  obligation  and  rights  to  prevent  palming  off  or  confusion 
as  to  origin  by  proper  labeling  or  the  like,  would  not  be  preempted.  In  other 
words  the  traditionally  recognized  private  rights  an  individual  has  in  pro- 
tecting trade  secrets  and  know-how,  and  in  preventing  certain  kinds  of  unfair 
competition  would  continue  under  state  laws,  as  would  rights  to  contract  with 
respect  to  patentable  rights  which  the  owner  or  holder  does  not  choose  to  patent 
and  which  do  not,  therefore,  become  patent  rights  in  the  nature  of  a 
monopoly. 

The  proposed  section  would  prevent  preemption  by  the  patent  laws  of 
rights  which  are  enforceable  today  only  by  private  contract,  or  otherwise 
recognized  imder  state  or  other  federal  laws.  Also,  it  would  permit  states  to 
continue  recognizing  the  common  practice  of  licensing  or  selling  inventions  for 
which  an  application  for  patent  is  pending,  a  common  practice  called  into 
question  in  Lear. 

The  section,  as  pointed  out  above,  further  as.sures  against  encroachment  of 
the  right  of  states  to  guard  against  certain  unfair  trade  practices.  It  would 
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permit  states,  for  example,  to  provide  redress  by  labeling  and  the  like  against 
certain  liinds  of  unfair  competition,  such  as  the  copying  of  an  article  so  as  to 
create  confusion  as  to  its  origin  or  the  "palming  off"  of  goods.  Thus,  to  the 
extent  the  incurs  and  Compco  cases  may  preempt  the  rights  of  states  to 
redress  these  and  other  types  of  unfair  competition,  they  would  be  over- 
turned. 

The  Department  endorses  Section  301  of  S.  G43,  and  would  not  object  to 
enactment  of  Amendment  No.  23  of  Senator  Scott. 

B.    INFHINGEMENT 

Today,  the  only  remedy  available  against  the  importation  of  products 
manufactured  abroad  by  a  process  patented  in  the  United  States  is  by  way  of 
an  exclu.sion  order  under  section  337(a)  of  the  Tariff  Act  of  1930,  40  Stat. 
741,  19  U.S.C.  1.  Experience  has  shown  this  to  be  a  relatively  ineffective  and 
uncertain  remedy,  especially  because  of  the  numerous  statutory  requirements 
for  the  granting  of  exclusion  orders.  Section  271(b)  would  consider  such  acts 
of  importation  as  infringements,  and  offer  an  effective,  alternative  remedy 
under  the  patent  laws. 

We  note  with  approval  that  section  271(b)  does  not  require  the  obtainin.:,' 
of  patent  rights  in  foreign  countries  in  order  to  preclude  importation  into  the 
United  States  of  such  products.  A  requirement  to  obtain  foreign  patent  rights 
would  be  impractical  and  expensive,  and  create  uncertainties  as  to  the  rights 
of  domestic  process  patent  owners.  No  person  should  be  required  to  obtain 
patents  in  every  country  where  the  subject  matter  is  patentable  and  where 
a  process  might  conceivably  be  practiced,  in  order  to  enforce  his  rights  in  the 
United  States.  At  times,  it  is  not  even  clear  whether  a  patent  may  be  obtained 
in  a  particular  country.  Also,  domestic  patent  owners  and  the  courts  would  be 
required  to  interpret  foreign  laws  and  patent  owners  would  be  penalized  for 
a  misunderstanding  of  vague  foreign  laws.  This  provision,  as  it  now  reads, 
will  conform  the  United  States  laws  to  those  of  most  other  industrialized 
nations. 

Section  271(e)  of  the  bill  assures  that  a  person  carrying  out  any  of  its 
enumerated  acts  would  not  be  liable  for  patent  misuse,  if  he  is  otherwise 
entitled  to  relief  for  patent  infringement.  The  same  provision  is  found  in 
present  law.  The  language  of  the  provision  offers  a  possibility,  however,  that 
a  patent  owner  might  find  himself  liable  for  misuse  in  the  event  his  patent  is 
ultimately  determined  not  to  entitle  him  to  relief  for  infringement.  The  De- 
partment suggests  substitution  of  the  phrase,  "enforce  or  seek  enforcement" 
for  "relief  for  infringement"  at  line  12  of  page  39,  to  preclude  such  an  inter- 
pretation. Insertion  of  the  phrase,  "in  good  faith"  after  "done"  at  line  14  is 
also  suggested,  to  prevent  patent  owners  from  suing  for  patent  infringement 
on  the  basis  of  iiatents  they  know  to  be  invalid. 

S.    AMENDMENT  OF  THE  CLEAN  AIB  ACT 

Section  6  of  the  transitional  and  supplementary  provisions  would  repeal 
section  308  of  the  recently  enacted  Clean  Air  Act  of  1970,  which  requires  the 
compulsory  licensing  of  patented  inventions  relating  to  air  pollution.  We  sup- 
port repealing  this  compulsory  licensing  provision  on  the  ground  that  it  will 
undermine  the  role  of  the  patent  system  and  remove  the  incentive  for  tech- 
nological   innovations,    particularly    with    respect    to    independent    inventors. 

The  Constitutionally  authorized  protection  the  patent  system  accords  to 
inventors  is  a  key  element  in  spurring  the  development  of  new  technology. 
A  system  of  compulsory  licensing  may  significantly  deter  these  incentives, 
especially  in  areas  when  the  need  for  innovation  is  so  urgent.  Also,  there  is 
no  evidence  that  the  developers  of  new  air  pollution  control  technology  would 
refuse  to  make  it  available  either  under  licenses  or  by  direct  sales  to  users. 

T.    PRIORITY  OF  INVENTION   BETWEEN  PATENTEES 

Section  291  is  taken  in  concept  from  the  same  section  of  present  law.  With 
changes  in  phraseology,  it  continues  the  jurisdiction  of  federal  courts  over 
priority  of  invention  contests  between  patentees.  Section  193  of  S.  G43,  how- 
ever, also  provides  the  Patent  Office  with  authority  to  conduct  priority  con- 
tests  between   patentees.    This   jurisdictional   duplication   can   and   should    be 
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remedied  by  adding  ",  subject  to  the  provisions  of  section  193  of  this  title," 
after  "may"  at  line  t>  of  page  43.  This  would  clarify  the  obvious  intent  of 
the  bill,  and  avoid  any  possibility  of  subverting  the  jurisdiction  of  the  Patent 
Office  in  priority  contests. 

U.    OTIIEK    SUGGESTED    AMENDMENTS 

Tlie  Department  also  recommends  a  number  of  less  important  or  minor 
moditications  and  corrections  for  S.  643. 

In  line  35  of  page  4,  the  vpord  "shall"  should  be  changed  to  "may".  This 
addt'd  flexibility  would  provide  the  Commissioner  with  authority  to  adopt 
mechanized  search  and  classification  systems. 

In  line  30  of  page  5,  the  phrase  "and  trademarlvs,"  should  be  added  after 
"patents"  and  "public"  should  be  added  after  "other"  in  line  32  of  the  same 
page.  These  insertions  clarify  the  Commissioner's  authority  to  disseminate 
information  to  the  public. 

"Person"  should  be  defined  in  section  100  to  assure  that  the  United  States 
is  included  in  its  various  occurrences  in  the  bill. 

in  addition  to  other  modifications  recommended  for  section  102,  section 
102(b)  should  be  modified  to  make  clear  that  foreign  patent  publications, 
described  in  its  last  three  lines,  will  bar  the  granting  of  a  patent  only  if  pub- 
lication occurred  before  the  filing  of  an  application  in  this  country,  where 
the  foreign  application  was  filed  more  than  12  months  before  the  United 
States  filing  date  of  the  application.  This  can  be  accomplished  by  the  addition 
of  the  plirase  "or  described  or  caused  to  be  described  in  the  official  publica- 
tion of  the  application"  after  the  word  "title"  in  line  23  of  page  12  and  the 
deletion  of  the  phrase  "or  described  prior  to  such  actual  filing  date  in  the 
official  publication  of  such  foreign  application  in  the  country  where  filed"  in 
lines  26-28  of  the  page. 

Tlic  reference  to  section  102  in  line  23  of  page  13  should  be  made  more 
specific  by  insertion  of  "(c)"  after  "102".  If  our  recommendation  to  cancel 
subsei'tion   (a)   is  not  adopted,  "(d)"  should  be  inserted  in  line  23  of  page  1.3. 

Section  111(c)  should  be  amended  by  the  insertion  after  "filing"  in  line  24 
of  page  14,  of  tlie  phrase  "In  the  latter  case,"  to  begin  the  next  sentence.  This 
change  would  make  it  clear  that  the  failure  of  an  applicant  to  ratify  an  ap- 
Iflication  would  result  in  abandonment  only  in  cases  where  there  was  no 
written  authorization  by  the  applicant  for  the  filing  of  the  application. 

The  cliapter  heading  for  section  146  at  page  22,  between  lines  3  and  4, 
should  be  deleted,  since  that  section  does  not  appear  in  the  bill. 

The  reference  to  abandonment  of  an  invention  in  section  182  might  be  con- 
fused with  the  "abandonment"  mentioned  in  section  102.  The  terms  have 
difi'erent  meanings  in  the  two  sections ;  and  it  is  suggested  that  the  phrase 
"abandonment  of  invention"  be  deleted  and  "forfeiture  of  a  right  to  a  patent" 
be  substituted  therefore.  Section  182  should  be  accoi*dingly  amended  else- 
where and  the  chapter  heading  on  page  26  should  be  similarly  amended. 

Section  193  should  be  corrected  in  line  20  of  page  32  to  read  "with  sec- 
tions 102(c)(5),  100(b),  and  119  of  this  title,  and  offers  to  present  evidence 
in."  In  lines  25  and  26  of  page  32,  "Commissioner"  requires  correction. 

Reference  to  the  Atomic  Energy  Act  and  tlie  National  Aeronautics  and 
Space  Act  in  lines  34-36  of  page  45  should  l)e  corrected  by  the  deletion  of  the 
number  '922"  in  line  35  and  the  number  "437"  in  line  36  and  insertion  in  lieu 
thereof  the  numbers  "919"  and  "426,"  respectively.  The  references,  as  they 
apoear  in  S.  643  presently,  are  references  to  certain  sections,  rather  than  the 
acts  themselves. 

We  recommend  deletion  of  section  131(c).  The  Commissioner  will  certainly 
seek  to  reduce  the  pendency  period  of  patent  applications  by  appropriate  regu- 
lation and  practices,  as  he  has  in  the  past,  consistent  with  the  funds  and  other 
resources  available.  Accordingly,  this  provision  seems  to  us  an  unneeded 
mandate. 

We  have  been  advised  by  the  Office  of  Management  and  Budget  that  there 
would  be  no  objection  to  the  submission  of  this  report  to  the  Congress. 
Sincerely, 

William  N.  Leton, 

General  Counsel. 

Senator  McClellan.  Counsel  will  call  the  next  witness. 
Mr.  Brennan.  Mr.  McLaren,  Assistant  Attorney  General. 


205 

STATEMENT  OF  RICHARD  W.  McLAREN.  ASSISTANT  ATTORNEY 
GENERAL,  ANTITRUST  DIVISION.  DEPARTMENT  OF  JUSTICE. 
ACCOMPANIED  BY  BRUCE  B.  WILSON.  CHIEF,  CONSUMER  AFFAIRS 
SECTION;  AND  RICHARD  H.  STERN,  CHIEF,  PATENT  UNIT 

Mr.  McLauex.  (iood  afternoon,  Mr.  Chairm.an. 

!Mr.  Brexxan.  Mr.  McLaren,  do  you  wish  to  read  this  verbatim, 
or  insert  it  and  summarize  it  ? 

Mr.  McLAin:x.  I  ha\e  shortened  it  somewliat.  I  had  thought  per- 
liaps  the  prepared  statement  mi<j:lit  jjo  in  the  record,  and  I  could  per- 
haps <ro  throu<rh  a  somewhat  sliortened  version. 

Senator  McClellax,  Very  well,  Mr.  ^McLaren.  You  have  a  ])re- 
pared  statement  which  I  understand  you  arc  willin^i;  to  liave  inser.ed 
in  tha  record  in  full,  and  tlien  hi<2:hli<rlit. 

^Iv.  McLarex.  Thank  you,  Mr.  ('hairman.  T  would  like  to  hi<rh- 
li<^ht  certain  portions  of  it,  but  beg^^ing  your  patience,  I  woidd  like 
to  go  throu<rh  a  good  part  of  it. 

Senator  McClellax'.  Surely. 
'    Let  it  be  printed  in  the  record  in  full.  You  read  such  parts  of  it 
as  you  wish  and  any  that  you  omit  will  be  printed  in  the  record. 

^h\  ^McLarex.  Thank  you  very  much. 

Senator  McClellax,  If  you  will,  please,  identify  your  associates, 

Mr.  McLarex.  Yes.  I  have  with  me  from  the  Antitrust  Division 
Mr.  Bruce  Wilson  and  Mr.  Richard  Stern;  also  Mr.  Irving  Jafi'e  of 
the  Civil  Division  is  with  us  today. 

I  appreciate  very  much  the  opportunity  to  appear  before  you  to- 
day on  the  subject  of  the  proposed  revision  of  the  i)atent  laws — 
a  matter  to  which  I  know  this  subcommittee  has  devoted  a  great  deal 
of  thoughtful  attention. 

The  lively  public  debate  on  the  bills  introduced  in  Congress  follow- 
ing the  report  to  the  President  by  the  Commission  on  the  Patent  Sys- 
tem has  served  to  sharpen  the  issues  concerning  the  proposed  Patent 
Code  revisions  and  to  clarify  their  implications  for  the  inventor,  the 
consumer,  and  for  competition. 

The  Department  of  Justice  supports,  or  has  no  objection  to,  many 
of  the  changes  which  would  be  made  by  S.  04^^). 

"\Ve  opiDose,  however,  certain  changes  which  would  lower  the  st.-nd- 
ards  for  the  patent  grant,  and  raise  the  reciuirements  for  establ'sh- 
ing  invalidity,  causing,  we  belieA'e,  uncertainty  and  unnecessary 
burdens  and  restraints  on  the  consumer,  tlie  business  comnnmity, 
and  our  competitive  environment. 

Our  particular  concern  is  that  a  lowered  standard  of  patentability 
will  lead  to  tlie  proliferation  of  unjustified  monopolies — with  conse- 
((uent  higher  prices  to  the  public. 

AVe  also  oppose  Amendments  No.  2?>  and  21 — conunonly  kno\v]i  as 
the  "Scott  Amendments".  Amendment  Xo.  '2.'>  would  cast  doubt  upon 
the  apj)lication  of  certain  Supreuie  Court  decisions  and  could  be 
construed  to  empower  the  states  to  grant  patent-like  protection  to 
subject  matter  which  is  unpatentable  under  the  Federal  law. 

Amendment  No.  24  would  for  the  first  time  introduce  into  the 
Patent  code  specific  provisions  governing  the  conveyance  or  licensing 
of  patents,  overriding  the  general  law  and  creating  significant  ex- 
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ceptions  to  the  antitrust  laws  and  long-established  equitable  doc- 
trines of  patent  misuse. 

I  would  like  to  discuss  first  the  provisions  of  S.  643,  the  bill  to  re- 
vise the  Patent  code. 

Much  of  the  concern  which  has  led  to  proposals  to  revise  the  patent 
laws  stems  from  the  fact  that,  on  a  national  basis,  72  percent  of  the 
patents  which  are  litigated  in  the  courts  are  held  invalid. 

It  is  thus  obvious,  as  the  Supreme  Court  has  observed  in  the  John 
Deere  ^  case,  that  there  is  ''a  notorious  difference  between  the  stand- 
ards applied  by  the  Patent  Office  and  by  the  courts." 

There  are,  of  course,  two  ways  to  make  the  standards  applied  by 
the  Patent  Office  and  those  applied  by  the  courts  coincide.  Those  ap- 
plied by  the  Patent  Office  could  be  raised,  or  those  applied  by  the 
courts  could  be  lowered. 

Senator  McClellan.  Wliy  is  that  ? 

Mr.  McLaren.  I  think  in  part,  Mr.  Chairm.an,  it  stems  from  the 
fact  that  you  have  more  information  coming  to  the  courts  in  ad- 
versary proceedings ;  on  the  other  hand,  the  proceeding  in  the  Patent 
Office  is  an  ex  parte  proceeding. 

Senator  McClellan,  Is  the  fact  that  the  precedents  of  the  court 
are  not  reliable  and  too  often  are  not  followed  ?  Does  that  have  some 
impact  on  this  ?  In  other  words,  the  court  is  changing  its  mind,  over- 
ruling its  previous  decisions,  does  that  have  some  impact  on  this  prob- 
lem? 

Mr.  McLaren.  I  think  that  is  a  rather  minor  factor.  The  courts 
have  been  fairly  consistent  in  their  approach,  but  I  think  they  have 
had  different  records  to  decide  upon  tlian  those  which  were  available 
in  the  Patent  Office.  I  do  not  think  that  there  have  been  great 
changes  in  the  decisions. 

Senator  McClellan.  As  I  understood  some  testimony  here  this 
morning — I  do  not  recall  which  witness — it  indicated  that  the  courts 
were  overruling  precedents  and  thus,  this  was  creating  confusion; 
patent  lawyers  today  do  not  Imow  how  to  advise  their  clients. 

]Mr.  INTcLaren.  Mr.  Chairman,  with  all  due  respect  to  these  gentle- 
men, I  think  that  there  is  a  considerable  degree  of  certainty  in  the 
law  as  to  what  is  and  what  is  not  permissible.  I  think  that  there  is  a 
rather  narrow  graj^  area.  I  tliink  it  is  perhaps  more  that  the  client 
does  not  like  the  advice  that  he  is  getting  as  to  what  he  may  and  may 
not  do. 

Senator  McClellan.  Let  me  ask  you  this :  Is  it  your  observation, 
then,  and  would  you  conclude  that  the  Patent  Office  is  following 
precedents  of  the  court  in  so  far  as  it  can  do  so,  and  it  is  inclined  to 
do  so,  and  is  doing  so  ? 

INIr.  McLaren.  I  think  undoubtedly  there  is  a  good  intention 
there,  ]Mr.  Chairman.  I  wish  they  had  a  higher  degree  of  success. 

Senator  McClellan.  That  is  wliat  we  all  wish,  and  I  am  trying 
to  find  out  what  the  fault  is,  whether  we  need  legislation  to  correct 
that  fault. 

Mr.  McTjAREn.  I  think  inevitably  consideration  of  a  patent  appli- 
cation more  or  less  has  to  be  in  a  semi-ex  parte  proceeding.  But  the 
adversary  proceeding,  I  think,  in  our  form  of  government,  has  proved 
over  and  over  again  that  it  produces  a  superior  result. 

1  Grahnm  v.  John  Deere  Co.,  SS..*;  U.S.  1.  18  (10r>6). 
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Senator  McCleijI.ax.  I  think  that  is  a  stronof  point.  I  tliink  that 
substantiates,  to  some  dejrree,  at  least,  maybe  to  a  very  full  dej^ree, 
what  you  have  been  saying.  I  am  just  trying  to  make  this  record. 

Mr.  McLaren.  Right,  sir. 

Returning  to  my  prepared  statement,  I  was  about  to  say  that 
there  are  two  ways  to  make  the  standards  applied  by  the  Patent 
Office  and  those  applied  by  the  courts  coincide.  Those  applied  by 
the  Patent  Office  could  be  raised,  or  those  applied  by  the  courts  could 
be  lowered. 

Senator  McCi^li.ax.  How  about  a  little  of  each  ? 

Mr.  ]\IcLaren.  Well,  I  think  that  might  be  terribly  hard  to  legis- 
late, jSIr.  Chairman. 

We  believe  the  standards  being  applied  by  the  courts  to  be  the 
appropriate  ones  and  we  are  therefore  opposed  to  any  measures 
which  would  dilute  these  standards.  It  follows  that  we  support 
measures  which  would  raise  the  standards  applied  by  the  Patent 
Office  and,  to  the  extent  that  S.  643  includes  such  measures,  we  whole- 
heartedly endorse  it. 

On  the  other  hand,  we  believe  that  some  provisions  of  S.  643  would, 
by  lowering  the  standards  of  patentability,  make  patents  easier  to 
obtain  from  the  Patent  Office,  but  more  difficult  to  challenge  in  the 
courts. 

We  oppose  these  provisions,  and  I  will  now  discuss  them  in  more 
detail. 

CRITERIA    FOR   OBTAINING   A   PATENT 

Under  present  law,  an  inventor  can  obtain  a  patent  onh^  if  he  has 
made  an  invention  which  sufficiently  promotes  the  progress  of  sci- 
ence and  the  useful  arts  to  satisfy  the  constitutional  standard  for 
patentability.  To  do  so,  the  invention  must  be  new,  useful  in  that 
it  provides  a  specific  benefit  to  the  public  in  currently  available  form, 
and  not  such  a  slight  advance  in  the  art  that  it  will  have  been  obvious 
to  a  person  of  ordinary  skill  at  the  time  it  was  made.  35  U.S.C. 
§§  101, 102, 103. 

Standard  of  Invention. — Section  103.  Amended  section  103  would 
alter  the  language  governing  the  standard  of  invention  to  provide 
that  a  patent  may  not  be  obtained  if  the  subject  matter  sought  to 
be  patented  was  obvious  to  a  person  having  ordinary  skill  in  the  art, 
rather  than  retaining  the  present  language  which  would  preclude 
patentability  if  the  subject  matter  would  have  been  obvious.  We  un- 
derstand that  this  change  is  not  intended  to  alter  the  present  body 
of  law  as  to  what  constitutes  obvious  subject  matter.  This  being  the 
case,  we  question  the  necessity  and  advisability  of  changing  the 
present  language. 

It  could  be  argued,  based  upon  the  change  in  the  language,  that 
the  law  required  a  showing  that  there  was  in  fact  another  person  to 
whom  the  invention  claimed  was  obvious  at  the  time  of  the  invention. 

The  purpose  of  present  section  103  is  to  establish  an  objective  stand- 
ard for  invention.  As  a  hypothetical  "reasonable  man"  sets  the  ob- 
jective standard  in  negligence  cases,  so  the  Patent  Code  and  well 
settled  judicial  precedent  establish  an  objective  standard  as  to  what 
would   have  been   obvious  to   a   person   having  ordinary   skill    and 
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knowledge  of  the  prior  art.  We  favor  retaining  this  standard,  and  the 
balance  of  the  language  of  section  103. 

Standard  of  Usefidness. — Section  100(g).  Proposed  subparagraph 
100(g)  might  weaken  the  definition  of  "useful"  by  including  "utility 
in  *  *  *  research."  The  result  would  permit  blocking  further  research 
in  the  area  of  the  monopoly,  to  the  disadvantage  of  the  public  and 
other  consumer.  We,  therefore,  oppose  this  change. 

Standard  of  Novelty. — Section  102.  Prior  knowledge,  sale,  public 
use,  or  a  prior  published  description  will  presently  render  subject 
matter  unpatentable  under  35  U.S.C.  §  102.  These  so-called  statutory 
bars  lend  specificity  to  section  lOl's  rec{uirement  that  a  patentable 
invention  must  be  new  or  novel. 

A  number  of  changes  in  section  102  are  proposed  that  would  re- 
quire identical  disclosure  to  bar  patentability.  Xormally,  however,  if 
there  is  a  prior  disclosure  or  public  use.  it  will  be  of  substantiall}'  the 
same  invention.  As  a  result,  to  require  a  prior  identical  disclosure 
would  reward,  as  a  rule,  insufficiently  novel  material. 

The  present  body  of  law  on  substantial  sameness,  we  submit,  is 
sufficient  to  provide  guidance  for  the  degree  or  type  of  identity  re- 
quired under  section  102.  The  use  of  the  word  "identical"  would  leave 
it  open  to  argument  that  this  established  body  of  law  had  been 
changed. 

Presumption  of  Validity. — Section  282.  Proposed  section  282 
would  require  a  person  challenging  the  validity  of  a  patent  on 
grounds  of  obviousness  to  prove  his  case  "by  clear  and  convincing 
evidence".  This  is  the  standard  often  used  where  no  evidence  which 
was  not  before  the  Patent  Office  is  adduced.  The  proposed  change  is 
unclear  as  to  whether  it  is  designed  to  codify  this  rule  or  whether  it 
is  designed  to  alter  the  present  rule  that,  when  such  additional  evi- 
dence is  adduced — that  is.  evidence  not  before  the  Patent  Office — pre- 
sumption of  validity  is  dissipated  and  the  burden  upon  the  person 
challenging  the  patent  is  then  to  show  obviousness  merely  by  a  pre- 
ponderance of  the  evidence. 

We  believe,  therefore,  that  the  proposed  change  is  likely  to  con- 
fuse rather  than  clarify  existing  law  relating  to  the  presumption  of 
validity. 

I  shall  rest  the  discussion  of  section  271(b)  on  our  written  report, 
and  also  we  will  cover  in  detail  in  our  written  report  suggestions 
with  regard  to  sections  146, 148, 192.  and  193. 

Turning  now  to  the  subject  of  fraud  in  patent  procurement,  pro- 
ceedings before  the  Patent  Office  are,  in  the  main,  ex  parte  in 
nature.  Because  no  adversary  is  present  to  advocate  the  interest  of 
the  public  in  granting  only  valid  j^atents,  patentees  are  held  to  an 
"uncompromising  duty"  ^  to  bring  relevant  material  to  the  attention 
of  the  patent  examiner.  Despite  this  duty,  however,  the  nature  of 
Patent  Office  proceedings  opens  them  to  the  i:)ossibilities  of  incom- 
plete examinations  and  even  of  fraud. 

The  Department  of  Justice  therefore  opposes  any  dilution  of  the 
oatli  requirements  of  the  present  code. 

Senator  McClellax.  Does  this  bill  do  that? 


1  Precision   Instrument   Mfg.    Co.   v.   Automotive   Maintenance   Co.,   324    U.S.    806    818 
(1945). 
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Mr.  McLaren.  I  think  it  does.  ]Nrr.  Cliairman.  It  substantially  elim- 
inates the  oath  of  the  inventor.  And  we  do,  therefore,  oppose  tliat 
proposition.  AVe  tliink  it  is  most  desirable  to  continue  to  require  an 
oatli  from  the  inventor,  at  least  witliin  a  reasonal)le  time  after  the 
filino:  of  the  api)lication,  and  in  any  event,  if  the  inventor  is  reason- 
ably available,  before  the  issuance  of  the  patent. 

Senator  ]McClellax.  I  think  it  very  important  tliat  this  statute  or 
this  provision  of  law  be  strictly  enforced. 

So  many  people  may  buy  stock  in  companies  that  have  patents  that 
turn  out  to  be  frauds,  and  therefore,  the  value  of  the  stock  is  de- 
preciated. Sometimes  it  could  result  in  a  total  loss  to  innocent  in- 
A'estors. 

I  would  certainly  wholeheartedly  approve  of  very  strono;  enforce- 
ment and  even  closer  inspection  by  the  Patent  Office,  more  rijrid  in- 
spection, and  examination  where  there  is  any  probability  or  any  in- 
dication that  there  may  be  some  fraud  bein<r  practiced. 

]\Ir.  McLarex.  Yes.  It  is  our  feeling  that  the  oath  is  a  contribution 
toward  that  end,  and  our  suggestions,  Mr.  Chairman  go  to  sections 
111,  115,  and  251.  I  think  that  that  is  a  matter  which  is  easily 
remedied. 

Senator  McClellax.  I  am  going  to  ask  counsel  to  make  special 
note  of  this  and  brief  me  on  it.  I  think  that  this  could,  if  you  detect 
the  fraud,  whether  intended  or  not,  or  that  would  operate  as  a  fraud, 
at  the  time  of  the  application,  you  save  a  lot  of  problems  afterwards. 

Mr.  Brexxax.  Just  to  complete  this  discussion,  Mr.  Chairman, 
would  you  indicate  for  the  benefit  of  the  committee,  Mr.  ]\IcLaren, 
the  view  of  the  Department  of  Commerce  on  the  question  of  the 
oath? 

Are  you  acquainted  with  the  views  of  the  Department  of  Com- 
merce on  this  point  ? 

]Mr.  ^NIcLarex.  I  believe  that  I  am  very  generally  acquainted  with 
them,  but  I  think  that  is  covered  in  their  written  presentation  and  I 
would  rather  that  they  would  phrase  it  themselves. 

Senator  McClellax.  All  right. 

]\fr.  McLarex.  With  regard  to  patentability  briefs — and  inci- 
dentally, the  requirements  for  prior  art  citation — we  recommend 
that  section  131(c)  be  modified  to  make  it  clear  that  the  burden  of 
showing  that  a  failure  to  comply  was  inadvertent  be  by  clear  and 
convincing  evidence  and  be  upon  the  applicant.  Failure  of  an  ap- 
plicant to  meet  that  burden  slioidd  result,  we  tliink.  in  application  of 
a  presumption  that  the  failure  to  comply  was  not  inadvertent,  thus 
rendering  any  resulting  patent  invalid  or  unenforceable.  As  knowl- 
edge of  inadvertence  is  peculiarly  within  tlie  knowledge  the  a])pli- 
cant,  it  is  reasonable  to  place  the  burden  of  showing  inadvertence  on 
him. 

AVe  further  recommend  that  applicants  be  required  to  advise  the 
Patent  Office  promptly  of  any  relevant  prior  art  which  may  be  or 
become  known  to  them  prior  to  the  issuance  of  the  patent. 

The  Department  of  Justice  also  strongly  opposes  proposed  section 
24  which  would  make  the  Federal  Eules  of  Civil  Procedure  ap- 
plicable to  "contested  cases"  in  the  Patent  Office  only  to  the  extent 
that  they  are  consistent  with  regulations  adopted  by  the  Commis- 
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sioner.  Limitations  on  discovery  might  inhibit  disclosure  of  all 
pertinent  facts  in  an  interference  or  public  hearing  under  section  192, 
and  thus  facilitate  fraud  and  deception. 

I  think,  ]Mr.  Chairman,  that  this  is  perhaps  something  that  would 
contribute  to  lessening  the  possibility  of  incomplete  examination  of 
the  applications. 

Senator  ]McCleli^\n.  You  say  it  would  lessen  it  ? 

Mr.  ]McLaren.  Lessen,  I  think,  the  possibility  of  incomplete  exami- 
nations, because  it  would  ]3ermit  better  discovery  in  an  interference 
proceeding  and  fuller  disclosure  up  and  down  the  line. 

Turning  to  the  proposed  amendments  Nos.  23  and  24,  the  Scott 
amendments,  amendment  No.  24,  and  a  number  of  other  proposals 
which  to  some  extent  cover  the  same  ground,  would  for  the  first 
time  introduce  into  the  Patent  code  rules  of  law  governing  the  con- 
veyance and  licensing  of  patents. 

The  proponents  of  this  legislation  argue,  first,  that  there  exists 
widespread  confusion  as  to  the  law  in  this  area,  and,  second,  that 
restrictive  licensing  provisions  will  promote  increased  profits  to 
patent  owners,  thereby  resulting  in  increased  research  and  develop- 
ment. 

However,  detailed  analysis  of  the  cases  on  patents  and  antitrust  in- 
dicates few  areas  of  uncertainty,  and  with  respect  to  those  few  areas 
— as  I  said  earlier — we  believe  the  uncertainty  which  does  exist  is 
simply  the  necessary  price  for  maintenance  of  flexibility  in  dealing 
with  important  and  complicated  issues  of  public  economic  policy. 

We  do  not  wish  through  rigid  rules  to  work  injury  to  legitimate 
enterprise,  nor  do  we  wish  through  such  rigid  rules  to  provide  loop- 
holes permitting  abuse  of  the  public.  It  appears  to  us  that  living  with 
the  narrow  area  of  uncertainty  which  exists  is  far  preferable  to  doing 
away  with  certain  long  established  rules  designed  to  protect  the  pub- 
lic and  our  competitive  system,  as  we  fear  this  measure  would  do. 

As  for  the  alleged  need  for  increased  profits  to  patent  owners,  we 
know  of  no  economic  or  other  persuasive  evidence  that  permitting 
patent  owners  to  engage  more  freely  in  restrictive  licensing  would 
increase  invention  or  the  productivity  of  the  economy.  Indeed,  when 
decisions  are  made  to  invest  in  research  and  development,  so  far 
as  we  can  learn,  the  outer  limits  of  permissible  licensing  arrange- 
ments receive  minimal,  if  any,  consideration. 

The  practices  which  some  parts  of  this  legislation  seek  to  protect 
are,  in  fact,  relatively  infrequent.  For  example,  a  recent  industrial 
survey  by  Professor  Oppenheim  and  Mr.  John  Scott  indicates  that 
"first-sale  price  control"  restrictions  seem  to  have  been  almost  totally 
discontinued.  Compulsory  package  licensing  is  rare,  and  quantity  and 
even  territorial  licensing,  is  relatively  uncommon,  as  is  the  use  of  pro- 
visions requiring  licensees  to  grant  back  to  the  licensor  exclusive 
licenses  under,  or  assignments  of,  future  patents. 

To  curtail  the  effect  of  antitrust  laws  in  an  area  of  such  little 
commercial  activity,  we  think,  can  only  be  interpreted  as  a  move  to 
change  the  current  law  and  to  encourage  anticompetitive  activities — 
not  as  a  move  to  codify  existing  law  or  promote  invention. 

Finally,  we  believe  that  the  ]^roposed  legislation  will  confuse  rather 
than  clarify  an  area  of  law  with  which  the  courts  have  been  success- 
fully dealing  for  many  years. 
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The  effect  of  the  proposed  lefrislation  upon  a  si<rnifioant  number 
of  already  decided  cases  is  unclear.  In  an  area  as  complex  as  this, 
witli  so  many  factors  to  be  considered  in  any  ^riven  fact  situation,  or 
combination  of  situations,  le^rislation  is  an  unwise  sohition. 

Allowing  the  courts  to  continue  in  their  historic  common-law  role, 
we  can  be  certain  of  our  continued  ability  to  encourage  technolojzical 
advancement  and  economic  frrowth  by  flexible  and  creative  api)lica- 
tion  of  fundamental  principles. 

The  courts  will  continue,  as  they  have  for  so  many  years,  to  recog- 
nize and  protect  the  le<iitimate  expectations  and  rewards  conferred 
by  the  Patent  code  in  the  interest  of  technological  advancement,  as 
well  as  the  complementary  growth-encouraging  policies  of  the  anti- 
trust laws  and  reconciling  the  patent  monopoly  with  our  basic  pol- 
icy favoring  competition  as  a  regulator  of  our  economy,  as  fomul 
in  our  antitrust  laws. 

Mr.  Brennan.  Let  me  ask  you  at  that  point  a  question  that  came 
up  this  morning.  Some  of  the  panel  members  said  that  the  Scott 
amendments  would  not  reverse  any  decided  case. 

"Would  you  care  to  comment  on  that  statement  in  reference  to  your 
last  paragraph  ? 

Mr.  MoLarex.  "We  are  submitting  a  separate  memorandum  of  law, 
and  I  think  your  statement,  or  their  statement,  can  very  well  be  ex- 
plained in  the  term  "reverse".  It  might  not  reverse  particular  cases, 
but  it  might  substantially  undercut  them :  it  might  expand  the  fog 
that  some  claim  exists  in  some  areas  of  this  field. 

It  is  a  little  difficult  to  talk  about  it  without  doing  it  case-by-case, 
which  T  would  rather  do  in  our  memorandum. 

]\Ir.  Rrenxax.  You  will  supply  this  for  the  record,  then? 

]Mr.  jNIcLaren.  Yes,  sir. 

Mr.  Brenxax.  Thank  you,  sir. 

(Sec  ]:)age  483  of  the  appendix  for  the  memorandum  referred  to.) 

j\Ir.  McLarex^.  Turniuir  to  specifics  on  amendment  Xo.  24.  ^Tr. 
Chairman,  amendment  No.  24  would  enact  a  special  antitrust  "rule 
of  reason"  standard  in  the  area  of  patent  licensing  heavily  biased  to- 
ward upholding  anticompetitive  patent  licensing  restrictions.  The 
only  criterion  proposed  in  section  271(f)  (2)  for  evaluating  such  re- 
strictions is  whether  they  are  "*  *  *  reasonable  *  *  *  to  secure  to  the 
patent  owner  the  full  benefit  of  his  invention  and  patent  grant." 

This  proposed  provision  is  apparently  designed  t^  preserve  from 
impending  overruling  the  1920  decision  of  the  Sui^-eme  Court  in 
Thrifed  States  v.  Getieral  Electric  Co..  272  I'.S.  470.  which  sanctioned 
price-fixing  in  patent  licenses,  and  to  prevent  the  application  of 
certain  so-called  per  se  antitrust  rules  which  have  been  developed 
over  the  years  by  the  Supreme  Court. 

The  rules  of  per  se  illegality  add  certainty  to  antitrust  enforcement 
and  aid  business  bv  makinjjf  the  law  more  predictable  in  areas  in 
which  it  is  appropriate.  Such  rules  are  applied  only  against  practices 
which  are,  by  their  nature,  inherently  pernicious  and  without  redeem- 
ing social  value  or  legitimate  business  justifications.  These  per  se 
rules  reduce  the  cost  of  litigation  and  conserve  limited  Government 
law  enforcement  resources.  It  would  be  a  disservice  to  the  administra- 
tion of  justice,  we  think,  to  prevent  the  courts  from  evolving  such 
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rules  as  they  wei<jli  particular  practices  and  find  them  indefensible. 

The  proposed  standard  of  271(f)  (2),  moreover,  is  not  to  be  found 
in  the  1926  General  Electric  case.  There,  General  Electric,  the 
patent  owner,  was  permitted  to  license  its  competitor  Westinghouse 
and  fix  prices  for  the  light  bulbs  manufactured  by  the  two  com- 
peting manufacturers.  The  court  stated  that  General  Electric  could 
limit  the  method  of  sale  and  the  price,  ''provided  the  conditions  of 
sale  are  normally  and  reasonably  adapted  to  secure  pecuniary  re- 
ward for  the  patentee's  monopoly."  Even  the  language  of  the  GE 
case  is,  therefore,  not  as  restrictive  as  the  language  of  this  pro- 
posal— securing  to  the  patent  owner  the  "full  benefit"  (whether  or 
not  ""pecuniary"  or  whether  or  not  "for  the  patentee's  monopoly") 
of  his  "invention  and  patent  grant"  (whether  or  not  the  "inven- 
tion" is  claimed  in  the  patent  or  is  even  patentable). 

We  strongly  oppose  this  provision.  It  would  codify  a  standard 
that  could  be  subject  to  interpretations  contrary  to  the  public  inter- 
est by  excluding  consideration  of  anticompetitive  intent  or  effect. 
Furthermore,  the  special  rule  of  reason  here  proposed  bears  little 
resemblance  to  the  general  antitrust  rule  of  reason,  under  which 
the  reasonableness  of  a  particular  practice  is  judged  objectively 
from  the  standpoint  of  the  public  and  not  from  the  standpoint  of 
any  special  group. 

The  Patent  Office  suggests  that  limitations  could  be  added  to  the 
proposed  special  rule  of  reason  standard  by  excluding  price  fixing, 
tying,  and  other  per  se  kinds  of  offenses.  Such  an  effort  would  be 
inadequate  and  imworkable.  If  price  fixing  were  to  be  excluded, 
the  holding  of  Geyreral  Electric  would  be  expressly  overruled,  and 
the  proposed  formula  would  then  derive  no  content  from  the  his- 
torical circumstances  in  which  the  Supreme  Court  used  such 
language. 

Second,  such  a  possible  compromise  causes  difficulty  in  that,  as  we 
understand,  it  says  that  price  fixing  is  not  per  se  illegal,  but  that 
such  practices  should  be  judged  under  a  general  rule  of  reason — 
not  the  new  sjiecial  rule  of  reason — which  is  the  very  approach  the 
courts  have  adopted  without  legislation. 

Next,  I  turn  to  the  proposal  for  licensing  less  than  all  of  the 
patent  grant.  That  is  contained  in  sections  2()l(b)  and  271(f).  The 
changes  to  section  261  (b)  proposed  by  amendment  No.  24,  could 
be  construed  to  enunciate  a  principle  that  the  patent  owner's  right 
to  exclude  may  be  fragmented  into  a  number  of  pieces — dividing 
it  by  customers  and  fields-of-use,  for  example — and  marketed  in  any 
wav,  regardless  of  anticompetitive  intent  or  effect.  This  language 
suggests  that  the  patent  grant  is  a  "bundle"  of  several  different 
rights,  not  the  constitutionally  based  "right  to  exclude  others  from 
making,  using,  and  selling  the  invention."  35  U.S.C.  §  154. 

This  proposed  language  may  also  be  construed  to  grant  blanket 
authority  to  license  "any  part"  of  a  patentee's  right.  AVe  do  not 
obiect  to  field-of-use  restrictions  as  a  general  rule,  where  they  have 
a  legitimate  primary  purpose,  are  not  unduly  broad,  and  do  not 
have  a  substantial  anticompetitive  effect. 

If  I  may  interpolate,  if  the  gentleman  who  I  understand  testified 
this  morning  would  like  to  present  his  field-of-use  problem  for  a 
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business  review  later,  we  would  be  very  happy  to  accommodate  him. 

On  the  other  hand,  as  the  cases  show,  (ieUl-of-usc  licensiiiji,  used 
to  divide  customers  or  markets,  or  which  in  o[)eration  injures  the 
public,  may  well  be  unlawful. 

The  issues  involved  are  complex  and  they  interrelate  with  issues 
in  other  areas  of  antitrust  concern;  in  our  view,  they  should  be 
decided  by  the  courts  on  the  basis  of  fully  developed  records  and 
after  detailed  analysis  of  the  relationship  between  ireneral  antiti'ust 
doctrines  and  the  alleged  necessity  for  an  exception  in  the  particu- 
lar area  of  patent  licensino;  involved. 

Furthermore,  since  the  i)roposed  languajre  would  empower  a  pat- 
entee to  ''license — or  waive — the  whole  or  any  part  of  his  ri<ihts*',  it 
mifrht  be  ar^rued  that  a  patentee  could  fra<j:ment  his  patent  jrrant 
in  such  a  manner  as  to  impose  price-fix in^r,  tie-ins.  and  other  such 
anticompetitive  arrangements  upon  his  licensees.  Thus,  the  division 
of  the  "bundle  of  rights"  which  this  proposed  language  would 
authorize  could,  arguably,  permit  patentees  to  engage  in  various 
types  of  conduct  which  traditionally  have  been  regarded  as  involv- 
ing antitrust  violations. 

^loreover,  the  uncertainty  which  would  result  from  departing 
from  the  general  antitrust  rules  could  be  viewed  as  an  invitation 
to  use  licensing  arrangements  as  a  cloak  for  cartels  and  similar 
pervasive  restraints  upon  competition — a  practice  which  was  not 
unknown  in  the  past. 

Finally,  the  language  might  be  construed  to  authorize  a  patentee 
unqualifiedly  to  restrict  licensing  to  "parties  of  his  selection."  The 
proposed  language,  therefore,  might  legitimate  all  refusals  to  license, 
regardless  of  predatory  purpose  or  an  effect  in  markets  broader 
than  the  claims  of  any  particular  patent,  and  regardless  of  the 
conspiratorial  origins  of  a  refusal.  In  this  connection,  the  courts 
have  long  held  it  to  be  an  unlawful  conspiracy  for  a  patentee  to 
agree  with  his  licensee  that  he  would  not,  without  his  licensee's 
consent,  grant  further  licenses  to  any  other  person. 

The  proposed  amendment  to  create  a  new  section  271  (f)  (1)  might 
be  construed  to  make  explicit  and  to  implement  what  is  implicit, 
we  think,  in  the  proposed  amendment  to  section  261(b).  as  just 
discussed. 

The  Department  of  Justice  strongly  opposes  enactment  of  these 
two  sections,  on  the  grounds  I  have  mentioned. 

AVith  regard  to  section  271  (g),  specific  amendments  dealing  with 
the  right  to  license  and  exact  royalties  (found  mainly  in  proposed 
sec.  271(g))  might  be  construed,  we  believe,  to  permit  an  extension 
of  the  patent  monopoly  beyond  that  statutorily  granted — both  in 
time  and  in  technology  covered.  These,  too,  we  oppose. 

Subsection  (1)  of  the  proposed  amendment  might  make  legal  all 
nonexclusive  exchanges  of  patent  rights,  however  concentrated  the 
markets  involved  or  however  discriminatory  the  conduct  of  the 
exchanging  firjus  might  be.  To  preclude  an  examination  of  the 
effect  or  overall  purpose  of  such  a  nonexclusive  exchange  runs  coun- 
ter to  the  whole  thrust  of  antitrust  analysis,  which  stresses  effect 
rather  than  form. 

Subsection  (2)  of  the  proposed  amendment  could  be  construed 
to  sanction,  without  qualification,  package  licensing,  whether  or  not 
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coerced:  exaction  of  royalties  not  based  on  any  patented  subject 
matter;  extension  of  the  patent  monopoly  beyond  the  patent's  ex- 
piration date;  and  discriminatory  royalties,  regardless  of  anticom- 
petitive intent  or  effect. 

Tlie  first  proposal  in  this  subsection  would  authorize  any  royalty 
in  "any  amount,  however  paid,"  except  for  royalties  based  on  activi- 
ties after  a  patent  has  expired.  No  court  has  ever  suggested  that 
any  royalty  was  illegal — whatever  its  size — except  in  a  single  case 
where  the  court  originally  thought  the  effect  of  an  excessive  royalty 
was  the  equivalent  of  unlawful  resale  price  maintenance;  thus,  no 
amendment  is  needed  to  protect  unusually  high  or  excessive  royal- 
ties that  are  not  being  used  as  a  means  of  furthering  some  other 
antitrust  abuse. 

In  addition,  this  proposal  does  not  purport  to  overrule  the  doc- 
trine that  postexpiration  royalties  are  illegal.  Under  present  law 
collection  of  royalties  after  a  patent  expires  is  not  illegal,  if  the 
royalties  clearly  relate  to  preexpiration  use;  the  crucial  question  is 
when  postexpiration  collection  is  based  on  preexpiration  activity. 
The  proposed  amendment  will  only  add  confusion  here  by  its  very 
existence. 

The  second  proposal  would  authorize  collection  of  royalties  "not 
measured  by  the  subject  matter  of  the  patent."  This  obscure  lan- 
guage could  be  interpreted  as  making  legitimate  royalties  that  are 
based  on  the  use  of  unpatented  supplies  or  on  the  total  sales  of 
patented  and  unpatented  products  made  by  the  licensee.  The  courts 
have  condemned  such  practices,  and  I  believe  rightly  so,  when  they 
were  used  as  instruments  of  oppression  or  coercion,  or  used  to  create 
tie-ins,  to  deter  competition  with  the  patented  product  or  process 
involved,  to  collect  royalties  for  postexpiration  use,  when  they  are 
coerced,  or  when  they  otherwise  injure  competition  in  products 
beyond  the  scope  of  the  patented  invention. 

Proponents  of  these  amendments  have  claimed  that  these  practices 
would  continue  to  be  held  illegal,  and,  accordingly,  we  believe  the 
proposed  amendment  to  be  unnecessary  and  confusing.  We,  there- 
fore, favor  retention  of  the  present  law  and  oppose  adoption  of  the 
proposed  amendment. 

The  third  proposal  in  this  subsection  suggests  that  royalties  are 
not  illegal  simply  because  they  are  not  segregated  by  patent  or 
claim. 

Here  again,  the  courts  have  condemned  such  arrangements  only 
when  used  coercively  to  create  tie-ins,  or  to  exact  postexpiration 
royalties:  so  the  amendment,  in  our  view,  is  unnecessary  and  con- 
fusing. 

The  fourth  proposal  suggests  that  royalties  may  not  be  illegal 
solely  because  they  differ  from  those  provided  in  some  other  ar- 
rangement. The  courts  have  not  held  that  differing  royalties  always 
constitute  discrimination,  nor  have  they  held  that  where  discrimi- 
natory royalties  exist  they  are  always  illegal.  The  courts  have  held 
that  royalty  discriminations  which  are  predatorily  motivated  or 
which  monopolistically  restrain  competition  in  other  markets  are 
illegal,  and  it  is  unclear  whether  the  proposed  amendment  would 
change  these  rules.  The  proposal  is  thus  unnecessary,  and  if  adopted 
might  result  in  needless  confusion  and  useless  litigation. 
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ChaUenging  Patent  Validity. — Sections  261  (e)  and  (f).  Pro- 
posed subsections  261  (e)  and  (f)  would  impose  limitations  upon 
the  ability  of  a  licensee  to  challenge  the  validity  of  a  patent  under 
which  he  is  licensed.  Such  challenges  have  been  permitted  since 
1969,  when  the  Supreme  Court  finally  abolished  the  doctrine  of 
"licensee  estoppel"  in  Lear,  Inc.  v.  Aclkins,  395  U.S.  693  (1969). 

We  recognize  that  unfairness  to  patentees  could  result  if  the 
courts  should  extend  Lear — which  we  do  not  believe  they  will  or 
should — and  hold  that  a  patent  licensee  may  continue  to  enjoy  the 
full  benefits  of  a  patent  license  while  at  the  same  time  challenging 
the  patent's  validity.  On  the  other  hand,  as  pointed  out  by  Lear. 
licensees  may  often  be  the  only  persons  having  enough  economic 
incentive  to  challenge  a  patent  and  thus  protect  the  public  from 
the  burden  of  an  invalid  patent. 

We  also  recognize  that  patent  validity  litigation  could  be  dis- 
rupted because,  under  Lear  the  validity  of  patents  may  apparently 
be  challenged  in  State  court  actions  brought  by  licensors  for  roy- 
alties owing  to  them.  Patent  validity,  we  firmly  believe,  should  be 
litigated  exclusively  in  the  Federal  courts. 

Accordingly,  although  we  oppose  subsections  (e)  and  (f )  as  pres- 
ently formulated,  we  would  be  prepared  to  support  a  provision 
which  would  make  it  clear  that  nothing  inheres  in  the  law  of  patent 
conveyancing  which  negates  the  usual  State  contract  rules  dealing 
with  such  matters  as  repudiation,  anticipatory  breach,  failure  of 
consideration,  and  the  like.  Similarly,  we  would  support  a  measure 
providing  that,  when  the  validity  of  a  patent  is  challenged  in  an 
action  brought  in  a  State  court,  the  action  may  be  removed  to  an 
appropriate  Federal  forum. 

We  have  prepared  suggested  language  which  we  think  is  appro- 
priate language  to  effect  these  results.  A  copy  has  been  furnished 
to  the  reporter,  and  the  chairman  may  wish  to  have  it  inserted  in 
the  record  at  this  point. 

Senator  McClellan.  Very  well,  it  may  be  inserted. 

(The  document  follows:) 

Department  of  Justice,   Proposals   Relating  to   Assignor   and 
Licensee  Estoppel 

§ .  Assignor  Estoppel 

No  assignor  of  a  patent  shall  contest,  directly  or  indirectly,  the  validity 
of  the  assigned  patent,  unless  and  xintil  such  assignor  shall  have  first  restored 
to  the  assignee  the  consideration  received  for  the  assigned  patent. 

§ .  Licensee  Estoppel 

(a)  Nothing  contained  in  this  title  shall  he  deemed  to  pre-empt  the  laws 
of  the  several  states  permitting  a  licensor  in  any  patent  licensing  agreement 
to  exercise  any  contractual  right  to  terminate  such  licensing  arrangement, 
upon  the  licensee's  repudiation  of  his  obligation  to  pay  royalties  on  the  ground 
that  a  claim  or  claims  of  the  licensed  patent  or  patents  are  invalid,  with 
respect  to  the  claim  or  claims  of  the  patent  or  patents  so  challenged. 

(b)  Any  civil  action  commenced  in  a  state  court  in  wliich  a  licensee  under 
a  patent  licensing  arrangement  asserts  the  invalidity  of  any  patent,  or  of 
any  claim  or  claims  of  any  patent,  under  which  he  is  licensed,  may  ))e  removed 
by  any  party  to  the  district  court  of  the  United  States  for  the  district  and 
division  embracing  the  place  wherein  such  action  is  pending. 

Mr.  ^McLaren.  Finally,  it  has  been  proposed  by  some  that  an 
agreement  not  to  contest  the  validity  of  a  licensed  claim  or  patent 
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should  not  be  a  basis  for  a  finding  of  misuse  or  illegal  extension  of 
the  patent  grant.  Such  a  proposal  would  be  directly  contrary  to 
the  recent  Seventh  Circuit  decision  in  Beiidix  v.  Balax.,  421  F.  2d 
809  (1970),  There,  the  court  remanded  for  trial  the  defendant's 
antitrust  counterclaim  based  upon  a  license  provision  prohibiting 
licensees  from  ever  asserting  the  invalidity  of  the  licensed  patent, 
and  thereby  foreclosing  a  competitor — the  defendant — from  supply- 
ing the  market.  On  remand,  the  district  court  found  that  the  effect 
of  this  provision  had  been  to  foreclose  the  market  and  that,  there- 
fore, it  violated  the  antitrust  laws.  The  patent  in  this  case  was 
found  invalid. 

We  believe  that  agreements  not  to  challenge  the  validity  of  patents 
can  be  used  to  insulate  invalid  patents  from  public  ventilation.  Col- 
lusion of  this  tj'pe  in  the  past  has  led  to  frauds  upon  the  Patent 
Office  and  the  consuming  public.  We,  therefore,  oppose  any  pro- 
posal to  immunize  such  agreements  from  the  antitrust  laws. 

AMENDMENT    NO.    23 

Both  amendment  No.  23  and  section  301  of  S.  643  provide,  in 
effect,  that  the  Patent  code  shall  not  be  construed  to  preempt  or 
otherwise  affect  in  any  way  various  types  of  State  laws  that  deal 
with  the  protection  for  intellectual  property  or  technology. 

Both  versions  of  this  provision  would  be  said  to  draw  into  ques- 
tion Supreme  Court  holdings  that  state  unfair  competition  doc- 
trines cannot  support  a  claim  of  the  exclusive  right  to  manufacture 
and  sell  unpatentable  or  unpatented  goods.  Depending  on  what 
rights  are  thought  to  be  "not  in  the  nature  of  patent  rights,"  the 
proposal  may  well  be  unconstitutional  as  exceeding  the  limited  cir- 
cumstances in  which  a  grant  of  exclusive  right  is  authorized  by  the 
Patent  and  Copyright  Clause.  The  proposed  statute  would  in  any 
event  permit,  if  not  encourage,  developments  inconsistent  with  the 
substantive  policies  recognized  in  many  years  of  well-reasoned  lower 
court  decisions. 

In  the  Sears-Compco  cases,  the  Supreme  Court  stated  that  the 
States  could  not  prohibit  nondeceptive  copying  but  could  require 
labelling  to  prevent  deception  of  purchasers  as  to  the  source  of 
goods.  Neither  Sears  nor  Compco  involved  trade  secrets  or  know- 
how.  Lear  did  involve  trade  secrets  and  know-how,  and  the  Supreme 
Court  specifically  declined  to  consider  the  issue,  due  to,  as  it  said, 
its  "difficulty  and  importance,"  until  the  State  courts  had  "after 
fully  focused  inquiry,  determined  the  extent  to  which  they  will 
respect  the  contractual  rights  of  inventors — of  unpatented  secret 
ideas — in  the  future." 

A  single  lower  court  case,  decided  last  year,  held  that  the  States 
have  no  right  to  protect  unpatented  intellectual  propertv  {Paint on 
&  Co.  V.  Bourns,  Inc.,  309  F.  Supp.  271  (D.C.N. Y.  1970)).  This 
case — c(uite  rightly,  we  think — was  reversed  on  appeal  by  the  Sec- 
ond Circuit  on  April  27,  1971.  Thus,  nothing  the  courts  have  done 
in  the  area  of  preemption  warrants  legislative  action  at  this  time. 
Moreover,  the  Sears-Compco  decisions  have  no  effect  upon  the  right 
of  the  States  to  impose  labelling  and  other  requirements  in  order 
to  prevent  consumer  confusion.  They  do  hold,  however,  that  State 
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law  may  not  set  up  a  local  patent  system  to  prevent  one  comi)any 
from  copying  or  duplicating  unpatented  products  sold  by  another 
company;  we  believe  this  holding  is  correct  and  one  compelled  by 
Federal  patent  policy. 

Accordingly,  we  oppose  legislation  in  this  area  at  this  tiinc 

REPEAL  OF  MANDATORY  LICENSING  PROVISIONS  OF 
CLEAN   AIR   ACT   AMENDMENTS 

Section  6  of  S.  643  would  amend  section  308  of  the  Clean  Air 
Act  Amendments  Act  of  1970  by  repealing  the  procedure  set  forth 
in  that  section  for  the  licensing  of  patents  which  may  be  necessary 
to  enable  persons  to  comply  with  the  antipollution  provisions  of 
that  act. 

In  general,  section  308  provides  that  the  administrator  is  to  advise 
the  Attorney  General  that  the  implementation  of  clean  air  standards 
requires  a  right  under  a  patent  which  is  not  reasonably  available, 
that  there  are  no  reasonable  alternative  methods  to  meet  the  clean 
air  standards,  and  that  the  unavailability  of  such  a  right  may  ad- 
versely alfect  competition.  On  this  basis,  the  Attorney  General  may 
certify  the  matter  to  a  court,  and  the  court  after  hearing,  may  issue 
an  order  requiring  the  patentee  to  license  the  patent  on  reasonable 
terms  and  conditions. 

We  believe  that  these  provisions  should  be  retained.  I  am  author- 
ized to  say  that  the  Environmental  Protection  Agency  concurs  in 
this  view.* 

Where  antipollution  standards  imposed  by  the  Government  are 
such  as  to  require  the  use  of  a  patented  device,  the  Government 
has  by  regulation  created  a  potential  hardship  situation.  It  has  arti- 
ficially expanded  the  patentee's  market  beyond  that  which  could 
be  expected  from  normal  competitive  conditions.  In  this  situation, 
we  believe  that  the  provisions  of  section  308  are  necessary  and  con- 
tain adequate  safeguards  to  protect  the  patent  owner's  legitimate 
interest. 

Finally,  I  would  note  that  many  foreign  countries,  including  the 
United  Kingdom,  France.  Germany,  and  Japan  have  provisions  for 
compulsory  licensing  in  the  public  interest,  which  I  think  is  what 
we  are  talking  about  here. 

Mr.  Chairman.  I  regret  that  it  has  taken  me  some  time  to  discuss 
the  very  important  issues  which  are  involved  in  this  bill  and  the 
Scott  amendments.  Even  so,  I  have  not  been  able  to  provide  a  de- 
tailed legal  analysis  in  support  of  our  positions.  I  would,  therefore, 
request  the  opportunity  to  supplement  my  testimony  by  providing 
the  subcommittee  with  an  appropriate  memorandum  of  law. 

Senator  McClellan.  That  request  will  be  granted. 

(The  complete  statement  follows:) 

Testimony  of  Assistant  Attorney  Richard  W.  McL.\ren 

Mr.  Chairman  and  Members  of  the  Subcommittee.  I  appreciate  the  oppor- 
tunity to  appear  before  you  today   on  the  subject  of  the  proposed   revision 

*Sep  papp  474  for  pxchanpp  of  forrpsponflpiipp  bptwpon  Spnator  John  L.  jrcClpIlnn  Chair- 
man. Snlicommittp*^  on  Patents.  Trailcniarks  atid  Copyriphts  and  the  Honorable  William  D. 
Rupkelshaus,  Administrator  of  tlip  Environmental  Protection  Airenc.v. 
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of  the  patent  laws — a  matter  to  which  I  know  this  Subcommittee  has  devoted 
a  great  deal  of  thoughtful  attention.  The  lively  public  debate  on  the  bills 
introduced  in  Congress  following  the  Report  to  the  President  by  the  Commis- 
sion on  the  Patent  System  has  served  to  sharpen  the  issues  concerning  the 
proposed  Patent  Code  revisions  and  to  clarify  their  implications  for  the 
inventor,  the  consumer,  and  for  competition. 

The  Department  of  Justice  supports,  or  has  no  objection  to,  many  of  the 
changes  which  would  be  made  by  S.  643.  We  oppose,  however,  certain  changes 
which  would  lower  the  standards  for  the  patent  grant,  and  raise  the  require- 
ments for  establishing  invalidity,  causing  uncertainty  and  unnecessary  burdens 
and  restraints  on  consumers,  the  business  community,  and  our  competitive 
environment.  Our  particular  concern  is  that  a  lowered  standard  of  patent- 
ability will  lead  to  the  proliferation  of  unjustified  monopolies — with  conse- 
quent liigher  prices  to  the  public. 

We  also  oppose  Amendments  No.  23  and  24 — commonly  known  as  the 
"Scott  Amendments."  Amendment  No.  23  would  cast  doubt  upon  the  applica- 
tion of  certain  Supreme  Court  decisions  and  could  be  construed  to  empower 
the  States  to  grant  patent-like  protection  to  .subject  matter  which  is  unpatent- 
able under  the  federal  law.  Amendment  No.  24  would  for  the  first  time  intro- 
duce into  the  Patent  Code  specific  provisions  governing  the  conveyance  or 
licensing  of  patents,  overriding  the  general  law  and  creating  significant  excep- 
tions to  the  antitrust  laws  and  long-established  equitable  doctrines  of  patent 
misuse. 

S.    643,    THE   PATENT   REVISION   BILL 

I  would  like  to  discuss  first  the  provisions  of  S.  643,  the  bill  to  revise  the 
Patent  Code. 

Much  of  the  concern  which  has  led  to  proposals  to  revise  the  patent  laws 
stems  from  the  fact  that,  on  a  national  basis,  72%  of  the  patents  which  are 
litigated  in  the  courts  are  held  invalid.  It  is  thus  obvious,  as  the  Supreme 
Court  has  observed,  that  there  is  "a  notorious  difference  between  the  standards 
applied  by  the  Patent  Office  and  by  the  courts."  Graham  v.  John  Deere  Co.,  383 
U.S.  1,18  (1966). 

There  are,  of  course,  two  ways  to  make  the  standards  applied  by  the 
Patent  Office  and  those  applied  by  the  courts  coincide.  Those  applied  by  the 
Patent  Office  could  be  raised,  or  those  applied  by  the  courts  could  be  lowered. 
We  believe  the  standards  being  applied  by  the  courts  to  be  the  appropriate 
ones  and  we  are  therefore  opposed  to  any  measures  which  would  dilute  these 
standards.  It  follows  that  we  support  measures  which  would  rai.se  the  stand- 
ards applied  by  the  Patent  Office  and,  to  the  extent  that  S.  643  includes  such 
measures,  we  wholeheartedly  endorse  it. 

On  the  other  hand,  we  believe  that  some  provisions  of  S.  643  would,  by 
lowering  the  standards  of  patentability,  make  patents  easier  to  obtain  from 
the  Patent  Office,  but  more  difficult  to  challenge  in  the  courts.  We  oppose 
these  provisions,  and  I  will  now  discuss  them  in  more  detail. 

Criteria  for  Obtaining  a  Patent 

Under  pre.sent  law,  an  inventor  can  obtain  a  patent  only  if  he  has  made 
an  invention  which  sufficiently  promotes  the  progress  of  science  and  the 
useful  arts  to  satisfy  the  constitutional  standard  for  patentability.  To  do  so, 
the  invention  must  be  new,  useful  in  that  it  provides  a  specific  benefit  to  the 
public  in  currently  available  form,  and  not  such  a  slight  advance  in  the  art 
that  it  would  have  been  obvious  to  a  person  of  ordinary  skill  at  the  time  it 
was  made.  35  U.S.C.  §§  101,  102, 103. 

Standard  of  Invention. — Section  103.  Amended  Section  103  would  alter  the 
language  governing  the  standard  of  invention  to  provide  that  a  patent  may 
not  be  obtained  if  the  subject  matter  sought  to  be  patented  "was  ol)vious" 
to  a  person  having  ordinary  skill  in  the  art,  rather  than  retaining  the  present 
language  which  would  preclude  patentability  if  the  subject  matter  "would 
have  been  obviou.s."  We  understand  that  this  change  is  not  intended  to  alter 
the  present  body  of  law  as  to  what  constitutes  obvious  subject  matter.  This 
being  the  case,  we  question  the  necessity  and  advisability  of  changing  the 
present  language. 

It  might,  for  example,  be  argued,  based  upon  this  change  in  language,  that 
the  law  required  a  showing  that  there  was,  in  fact,  another  person  to  whom 
the  claimed  invention  was  obvious  at  the  time  of  the  invention.  The  purpose 
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of  present  §  103  is  to  establish  an  objective  standard  for  invention.  As  a 
hypotlietical  "reasonable  man"  sets  the  objective  standard  in  nesrlijience 
cases,  so  the  Patent  Code  and  well  settled  judicial  precedent  establisli  an 
objective  standard  as  to  what  would  have  been  ol)Vious  to  a  person  having 
'ordinary  skill  and  knowledge  of  the  prior  art.  We  favor  retaining  this 
standard. 

The  additional  language  proposed  to  be  added  to  the  end  of  §  103  is  unnec- 
essarily complicated  and  confusing.  The  determination  that  an  invention  is 
not  obvious  involves  so  many  interrelated  factors  that  a  partial  check  list 
is  misleading,  giving  artificial  weight  to  tliose  factors  listed  and  perliaps 
detracting  from  more  relevant  criteria.  We  would  therefore  recommend  re- 
taining the  present  language  of  §  103. 

Standard  of  Usefulness. — Section  100(g).  Proposed  §  100(g)  might  weaken 
the  definition  of  "u.seful,"  by  including  "utility  in  .  .  .  research."  In  Brenner 
V.  Hanson,  383  U.S.  519,  534-35  (1966),  the  Supreme  Court  held  that  the 
Constitution  and  the  Patent  Code  require  that  a  patent  not  be  issued  without 
some  showing  that  the  invention  will  benefit  society.  The  new  definition  would 
permit  a  patent  to  issue  on  subject  matter  which  has  application  only  in 
unspecified  research,  but  which  confers  no  immediate  benefit  upon  the  public. 
This  result  would  permit  blocking  further  research  in  the  area  of  the  monop- 
oly, to  the  disadvantage  of  the  public  and  the  consumer.  We  therefore  oppose 
this  change. 

Standard  of  Novelty. — Section  102.  Prior  knowledge,  sale,  public  use,  or  a 
prior  published  description  will  presently  render  subject  matter  unpatentable 
under  35  U.S.C.  §  102.  These  so-called  "statutory  bars"  lend  specificity  to 
§  lOl's  requirement  that  a  patentable  invention  must  be  new  or  novel.  A 
number  of  changes  in  §  102  are  proiwsed  that  would  require  "identical"  dis- 
closure to  bar  patentability.  Literal  identity  of  disclosure  is  most  unlikely ; 
normally,  if  there  is  a  prior  disclosure  or  public  use,  it  will  be  of  substan- 
tially the  same  invention.  As  a  result,  to  require  a  prior  identical  disclosure 
would  reward,  as  a  rule,  insufiiciently  novel  material.  The  present  body  of 
law  on  .substantial  sameness  is  .suflScient  to  provide  giiidance  for  the  degree 
or  type  of  identity  required  under  §  102.  The  use  of  the  word  "identical" 
would  leave  it  open  to  argument  that  this  established  body  of  law  had  been 
changed. 

Presumption  of  Validity. — Section  282.  Proposed  §  282  would  require  a 
person  challenging  the  validity  of  a  patent  on  grounds  of  obviousness  to  prove 
his  case  "by  clear  and  convincing  evidence."  This  is  the  standard  often  used 
where  no  evidence  which  was  not  before  the  Patent  Ofiice  is  adduced.  The  pro- 
posed change  is  unclear  as  to  whether  it  is  designed  to  codify  this  rule  or 
whether  it  is  designed  to  alter  the  pre.sent  rule  that,  when  such  additional  evi- 
dence is  adduced,  the  presumption  of  validity  is  di.ssipatetl  and  the  burden  upon 
the  person  challenging  the  patent  is  then  to  show  obviousness  merely  by  a  pre- 
ponderance of  the  evidence.  We  believe,  therefore,  that  the  proposed  change  is 
likely  to  confuse  rather  than  clarify  existing  law  relating  to  the  presumption  of 
validity. 

Other  Provisions. — We  oppose  as  well  enactment  of  proposed  §  271(b).  This 
subsection  provides  that  whoever  imports  into  the  United  States  a  product 
made  in  another  country  by  a  process  patented  in  the  United  States  is  liable 
as  an  infringer.  Since  a  process  patent  may  well  have  is.sued  in  the  foreign 
country  in  which  the  process  is  carried  out  (possibly  to  a  different  patentee), 
this  provision  could  involve  a  double  royalty  payment  and  would  also  serve 
to  block  the  importation  of  products  even  though  no  part  of  the  infringing 
process  has  been  practiced  in  the  United  States.  We  recommend  that  this 
proposed  .section  be  limited  to  processes  which  cannot  be  patented  in  the 
foreign  country  of  origin. 

For  reasons  which  we  will  set  forth  in  greater  detail  in  our  written  report 
on  S.  643,  we  also  oppose  all  or  part  of  the  proposed  changes  in  sections 
146,  148,  192  and  193. 

FRAUD   IN   PATENT  PROCUBEMENT 

Proceedings  before  the  Patent  Ofl5ce  are.  in  the  main,  ex  parte  in  nature. 
Because  no  adversary  is  present  to  advocate  the  interest  of  the  public  in 
granting  only  valid  patents,  patentees  are  held  to  "uncompromising  duty"  to 
bring  relevant  material   to   the   attention   of   the   patent   examiner.*    Despite 
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this  duty,  however,  the  nature  of  Patent  Office  proceedings  opens  them  to  the 
possibilites  of  incomplete  examinations  and  even  of  fraud. 

To  guard  against  these  possibilities,  rules  of  law  have  been  developed  to 
permit  challenges  to  the  regularity  of  procurement  proceedings  and  to  the 
validity  of  patents.  Thus,  the  procurement  of  a  patent  by  fraud  on  the  Patent 
Office  may  give  rise  to  an  action  by  the  United  States  for  cancellation  of  a 
patent,  or  a  perjury  or  other  criminal  prosecution ;  and  an  attempt  to  enforce 
such  a  patent  may  constitute  a  violation  of  the  Sherman  Act.  Similarly,  the 
invalidity  of  a  patent  obtained  by  fraud  is  a  defense  in  an  action  for  in- 
fringement. 

To  make  it  less  likely  that  patents  be  Issued  improperly,  the  Patent  Code 
should  and  presently  does  contain  safeguards  to  insure  proper  conduct  by 
applicants  before  the  Patent  Office.  The  duties  placed  upon  applicants  to 
disclose  facts  known  to  them  that  might  point  to  patent  invalidity  should 
not  be  weakened.  Moreover,  in  mter  partes  proceedings  before  the  Patent 
Office,  discovery  rules  which  assure  that  all  pertinent  facts  are  placed  before 
the  Patent  Office  tribunals  should  be  maintained. 

The  Department  of  Justice  therefore  opposes  any  dilution  of  the  oath  re- 
quirements of  the  present  Code.  It  is  most  desirable  to  continue  to  require 
an  oath  from  the  inventor,  at  least  within  a  reasonable  time  after  the  filing 
of  the  application,  and  in  any  event,  if  the  inventor  is  reasonably  available, 
before  the  issuance  of  the  patent.  In  all  likelihood  the  inventor  is  the 
person  in  the  best  position  to  have  and  be  chargeable  with  knowledge  con- 
cerning the  facts  and  background  of  his  invention  and,  in  many  cases,  knowl- 
edge of  the  pertinent  prior  art.  We  recommend  continuing  current  oath  practice 
as  to  continuations,  continuations-in-part,  and  reissues.  We  therefore  oppose 
enactment  of  §§  111  and  251  as  proposed. 

As  to  patentability  briefs,  we  recommend  that  §  131(c)  be  modified  to  make 
it  clear  that  the  burden  of  showing  that  a  failure  to  comply  was  inadvertent 
be  by  clear  and  convincing  evidence  and  be  upon  the  applicant.  Failure  of  an 
applicant  to  meet  that  burden  should  result  in  application  of  a  presumption 
that  the  failure  to  comply  was  not  inadvertent,  thus  rendering  any  resulting 
patent  invalid  or  unenforceable.  As  knowledge  of  inadvertence  is  peculiarly 
with  the  applicant,  it  is  reasonable  to  place  the  burden  of  showing  inadvertence 
on  him. 

We  further  recommend  that  applicants  be  required  to  advise  the  Patent 
Office  promptly  of  any  relevant  prior  art  which  may  be  or  become  known  to 
them  prior  to  the  issuance  of  the  patent. 

The  Department  of  Justice  also  strongly  opposes  proposed  §  24  which  would 
make  the  Federal  Rules  of  Civil  Procedure  applicable  to  "contested  cases"  in 
the  Patent  Office  only  to  the  extent  that  they  are  consistent  with  regulations 
adopted  by  the  Commissioner.  Such  limitations  on  discovery  might  inhibit 
disclosure  on  all  pertinent  facts  in  an  interference  or  public  hearing  under 
§  192,  and  thus  facilitate  fraud  and  deception. 

By  its  recent  amendment  to  35  U.S.C.  §  135(c),  Congress  has  confirmed 
the  fact  that  settlements  of  interference  proceedings,  withoiat  complete  dis- 
closure of  all  pertinent  facts,  can  be  a  vehicle  for  improper  conduct.  Tlie 
Fedei-al  Rules  of  Civil  Procedure  relating  to  the  attendance  of  witnesses  and 
production  of  documents  represent  a  well-established,  fair  method  for  obtain- 
ing all  the  evidence  needed  to  decide  a  given  dispute ;  we  recommend  changing 
proposed  §  24  to  retain  these  rules. 

AMENDMENT   NO.    24 

I  would  like  to  turn  now  to  proposed  amendments  No.  23  and  24. 

Amendment  No.  24,  and  a  number  of  other  proposals  which  to  some  extent 
cover  the  same  ground,  would  for  the  first  time  introduce  into  the  Patent 
Code  rules  of  law  governing  the  conveyance  and  licensing  of  patent.s.  The 
proponents  of  this  legislation  argue,  first,  that  there  exists  widespread  con- 
fusion as  to  the  law  in  this  area  and,  second,  that  restrictive  licensing  provi- 
.sions  will  promote  increased  profits  to  patent  owners,  thereby  resulting  in 
increased   research  and   development. 

However,  detailed  analysis  of  the  cases  on  patents  and  antitrust  indicates 
few  areas  of  uncertainty,  and  with  respect  to  those  few  areas,  the  uncer- 
tainty which  does  exist  is  simply  tlie  necessary  price  for  the  maintenance 
of    flexibility    in    dealing    with    important    and    complicated    issues    of    public 
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economic  policy.  We  do  not  wish  through  rigid  rules  to  work  injury  to 
legitimate  enterprise,  or  through  such  rigid  rules,  to  provide  looplmles  jter- 
mitting  abu.se  of  the  public.  It  appears  to  us  that  living  witli  the  narrow 
area  of  uncertainty  which  exi.sts  is  far  preferable  to  doing  away  with  certain 
long  established  rules  designed  to  protect  the  public  and  our  comiK'titive 
.system,  as  we  fear  this  measure  would  do. 

As  for  the  alleged  need  for  increa.sed  ijrofits  to  patent  owners,  we  know 
of  no  economic  or  other  persuasive  evidence  that  permitting  patent  owner.s 
to  engage  more  freely  in  restrictive  licensing  would  increa.se  invention  or 
the  productivity  of  the  economy.  When  decisions  are  made  to  invest  in  re- 
search and  development,  so  far  as  we  can  learn,  the  outer  limits  of  per- 
missible licensing  arrangements   receive   minimal,    if  any,   consideration. 

A  detailed  investigation  of  the  facts  underlying  this  proposition  may  be 
in  order ;  however,  we  believe  that  no  basis  even  for  inference,  much  le.ss 
for  firm  conclusion,  presently  exist.s.  I  understand  that  the  Federal  Trade 
Commission  has  expressed  a  willingness  to  investigate  this  matter  further. 
With  its  staff  of  economists  and  investigatory  powers,  it  well  might  be  an 
appropriate  agency  to  carry  out  such  an  investigation. 

The  practices  which  some  parts  of  this  legislation  seek  to  protect  are,  in 
fact,  relatively  infrequent.  For  example,  a  recent  industrial  survey  by  Profes- 
sor Oppenheim  and  Mr.  John  Scott  indicates  that  "first-.^ale  price  control" 
.seems  to  have  been  almost  totally  di.scontinued.  Compulsory  package  licensing 
is  rare,  and  quantity  and  even  territorial  licensing,  is  relatively  uncommon, 
as  is  the  use  of  provisions  requiring  licen.sees  to  grant  back  to  the  licen.sor 
exclusive  licenses  under,  or  assignments  of,  future  patents.  To  curtail  the 
effect  of  antitrust  laws  in  an  area  of  such  little  commercial  activity  can 
only  be  interpreted  as  a  move  to  change  the  current  law  and  to  encourage 
anticompetitive  activities — not  as  a  move  to  codify  existing  law  or  promote 
invention. 

Finally,  we  believe  that  the  proposed  legislation  will  confuse  rather  than 
clarify  an  area  of  law  with  which  the  courts  have  been  succes.sfully  dealing 
for  many  years.  The  effect  of  the  proposed  legislation  upon  a  significant 
number  of  already  decided  cases  is  unclear.  In  an  area  as  complex  as  this, 
with  so  many  factors  to  be  considered  in  any  given  fact  situation,  legislation 
is  an  unwise  solution.  Allowing  the  courts  to  continue  in  their  historic 
common-law  role,  we  can  be  certain  of  our  continued  ability  to  encourage 
technological  advancement  and  economic  growth  by  flexible  and  creative 
application  of  fundamental  principles.  The  courts  will  continue,  as  they  have 
for  so  many  years,  to  recognize  and  protect  the  legitimate  expectations  and 
rewards  conferred  by  the  Patent  Code  in  the  interest  of  technological  advance- 
ment, as  well  as  the  complementary  growth-encouraging  policies  of  the  anti- 
trust laws. 

Special  "Rule  of  Reason"  Siandnrd. — First,  Amendment  No.  24  would  enact 
a  special  antitrust  '"rule  of  reason''  standard  in  the  area  of  jjatent  licensing 
heavily  biased  toward  upholding  anticompetitive  patent  licensing  restrictions. 
The  only  criterion  proposed  in  §  271(f)  (2)  for  evaluating  such  restrictions 
is  whether  they  are  "*  *  *  reasonable  *  *  *  to  .secure  to  the  patent  owner  the 
full  benefit  of  his  invention  and  patent  grant."  This  proposed  provision  is 
apparently  designed  to  preserve  from  impending  overruling  the  102G  decision 
of  the  Supreme  Court  in  United  States  v.  General  Electric  Co.,  272  U.S.  476, 
which  sanctioned  price  fixing  in  patent  licen.ses,  and  to  prevent  the  applica- 
tion of  certain  so-called  per  sc  antitrust  rules  which  have  been  developed 
over  the  years  by  the  Supreme  Court.  The  Supreme  Court  has  twice  divided 
evenly  on  whether  to  overrule  General  Electric. 

The  rules  of  per  sc  illegality  add  certainty  to  antitrust  enforcement  and 
aid  business  by  making  the  law  more  predictable  in  areas  in  which  it  is 
appropriate.  Such  rules  are  applied  only  against  practices  which  are.  by  their 
nature,  inherently  pernicious  and  without  redeeming  social  value  or  legitimate 
business  .iustifications.  These  per  .sr  rules  reduce  the  cost  of  litigation  and 
conserve  limited  government  law  enforcement  resources.  It  would  be  a  di.s- 
.service  to  the  administration  of  justice  to  prevent  the  courts  from  evolving 
such  rules  as  they  weigh  particular  practices  and  find  them  indefensiltle. 

The  proposed  .standard,  moreover,  is  not  to  be  found  in  the  1020  General 
Electric  case.  There,  General  El(>ctrie,  the  patent  owner,  was  permitted  to 
license  its  competitor  AVestinghouse  and  fix  prices  for  the  light  bullis  manu- 
factured by  the  two  competing  manufacturers.  The  Court  stated  that  General 
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Electric  could  limit  the  method  of  sale  and  the  price,  "provided  the  conditions 
of  sale  are  normally  and  reasonably  adapted  to  secure  pecuniary  reward 
for  the  patentee's  monopoly."  Even  the  language  of  the  OE  ease  is,  therefore, 
not  as  restrictive  as  the  language  of  this  proposal — securing  to  the  patent 
owner  the  "full  benefit"  (whether  or  not  "pecuniary"  or  whether  or  not  "for 
the  patentee's  monopoly")  of  his  "invention  and  patent  grant"  (whether  or 
not  the  "invention"  is  claimed  in  the  patent  or  is  even  patentable). 

We  strongly  oppose  this  provision.  It  would  codify  a  standard  that  could 
be  subject  to  interpretations  contrary  to  the  public  interest  by  excluding 
consideration  of  anticompetitive  intent  or  effect.  Furthermore,  the  special 
"rule  of  reason"  here  proposed  bears  little  resemblance  to  the  general  anti- 
trust rule  of  reason,  under  which  the  reasonableness  of  a  paticular  practice 
is  judged  objectively  from  the  standpoint  of  the  public  and  not  from  that 
of  any  special  group. 

Some  may  suggest  that  limitations  could  be  added  to  the  proposed  special 
"rule  of  reason"  standard,  by  excluding  price  fixing,  tying,  and  other  per  se 
kinds  of  offenses.  Such  an  effort  would  be  inadequate  and  unworkable.  If 
price  fixing  were  to  be  excluded,  the  holding  of  General  Electric  would  be 
expressly  overruled,  and  the  proposed  formula  w^ould  then  derive  no  content 
from  the  historical  circumstances  in  which  the  Supreme  Court  used  such 
language.  Secondly,  such  a  possible  compromise  causes  difficulty  in  that  it 
seems  to  recognize  that  some  patent  licensing  practices  should  be  judged 
under  a  rule  of  reason — which  is  the  general  approach  the  courts  have  adopted 
without  legislation. 

Licensing  Less  than  All  of  the  Patent  Grant. — Sections  261,  271(f).  The 
changes  to  §  261  proposed  by  Amendment  No.  24  could  be  construed  to  enun- 
ciate a  principle  that  the  patent  owner's  right  to  exclude  may  be  fragmented 
into  a  number  of  pieces — dividing  it  by  customers  and  fields-of-use,  for 
example — and  marketed  in  any  way,  regardless  of  anticompetitive  intent  or 
effect.  This  language  suggests  that  the  patent  grant  is  a  "bundle"  of  several 
different  rights,  not  the  constitutionally  based  "right  to  exclude  others  from 
making,  using,  and  selling  the  invention."  35  U.S.C.  §  154. 

This  proposed  language  may  also  be  construed  to  grant  blanket  authority 
to  license  "any  part"  of  a  patentee's  right.  We  do  not  object  to  field-of-use 
restrictions  as  a  general  rule,  where  they  have  a  legitimate  primary  purpose, 
are  not  unduly  broad,  and  do  not  have  a  substantial  anticompetitive  effect. 
On  the  other  hand,  field-of-use  licensing,  used  to  divide  customers  or  mar- 
kets, or  which  in  operation  injure  the  public,  may  well  be  unlawful.  The 
issues  involved  are  complex  and  interrelated  with  issues  in  other  areas  of 
antitrust  concern ;  they  should  be  decided  by  the  courts  on  the  basis  of  fully 
developed  records  and  detailed  analysis  of  the  relationship  between  general 
antitrust  doctrines  and  the  alleged  necessity  for  an  exception  in  the  particu- 
lar area  of  patent  licensing  involved. 

Furthermore,  since  the  proposed  language  would  empower  a  patentee  to 
"license  *  *  *  the  whole  or  any  part  of  his  rights,"  it  might  be  argued  that 
a  patentee  could  fragment  his  patent  grant  in  such  a  manner  as  to  impose 
price-fixing,  tie-ins,  and  other  such  anticompetitive  arrangements  upon  his 
licensees.  For  example,  under  the  provision  giving  him  the  right  to  waive 
some  of  his  rights,  he  might  agree  not  to  sue  for  infringement  so  long  as 
his  licensee  practices  the  patent  to  produce  articles  selling  for  a  specified 
price,  or  so  long  as  the  patent  was  practiced  in  connection  with  unpatented 
materials  purchased  from  the  licensor.  Thus,  the  division  of  the  "bundle 
of  rights"  which  this  proposed  language  would  authorize  could,  arguably, 
permit  patentees  to  engage  in  various  types  of  conduct  which  traditionally 
have  been  regarded  as  involving  antitrust  violations.  The  uncertainty  which 
would  result  in  departing  from  the  general  antitrust  rules  could  be  viewed 
as  an  invitation  to  use  licensing  arrangements  as  a  cloak  for  cartels  and 
similar  pervasive  restraints  upon  competition — a  practice  which  is  not  un- 
known in  the  past. 

Finally,  the  language  might  be  construed  to  authorize  a  patentee  unquali- 
fiedly to  restrict  licensing  to  "parties  of  his  selection."  The  proposed  language, 
therefore,  might  legitimate  all  refusals  to  license,  regardless  of  predatory 
purpose  or  an  effect  in  markets  broader  than  the  claims  of  any  particular 
patent,  and  regardless  of  the  con.spiratorial  origins  of  a  refu.sal.  In  this 
connection,   the  courts  have  long  held   it  to  be  an   unlawful   conspiracy   for 
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a  patentee  to  agree  with  his  licensee  that  he  would  not,  without  the  licensee's 
consent,  grant  further  licenses  to  any  other  person.* 

The  proposed  amendment  to  create  a  new  §  271(f)(1)  might  be  construed 
to  make  explicit  and  to  implement  what  is  implicit  in  the  proposed  amendment 
to  §  261(b),  as  just  discussed.  The  Department  of  Justice  strongly  oppo.ses  en- 
actment of  these  two  sections. 

Extension  of  the  Patent  Monopoly. — Section  271(g).  Specific  amendments 
dealing  with  the  right  to  license  and  exact  royalties  (found  mainly  in  pro- 
posed §  271(g))  might  be  construed  to  permit  an  extension  of  the  patent  mo- 
nopoly beyond  that  statutorily  granted — both  in  time  and  in  technology  covered. 
These,  too,  we  oppose. 

Sub.section  (1)  of  the  proposed  amendment  might  make  legal  all  non-exclusive 
exchanges  of  patent  rights,  however  concentrated  the  markets  involved  or  how- 
ever discriminatory  the  conduct  of  the  exchanging  firms  might  ho.  To  pre- 
clude an  examination  of  the  effect  or  overall  purpose  of  such  a  non-exclusive 
exchange  runs  counter  to  the  thrust  of  antitrust  analysis,  which  stresses  effect 
rather  than  form. 

Subsection  (2)  of  the  proposed  amendment  could  be  construed  to  .sanction, 
without  qualification,  package  licensing,  whether  or  not  coerced :  exaction  of 
royalties  not  based  on  any  patented  .subject  matter ;  extension  of  the  patent 
monopoly  beyond  the  patent's  expiration  date ;  and  discriminatory  royalties,  re- 
gardless of  anticompetitive  intent  or  effect. 

The  first  proposal  in  this  subsection  would  authorize  any  royalty  in  "any 
amount,  however  paid,"  except  for  royalties  based  on  activities  after  a  patent 
has  expired.  No  court  has  ever  suggested  that  any  royalty  was  illegal — what- 
ever its  size — except  in  a  single  case  where  the  court  originally  thought  the 
effect  of  an  excessive  royalty  was  the  equivalent  of  resale  price  maintenance; 
thus,  no  amendment  is  needed  to  protect  excessive  royalties  that  are  not  being 
used  as  a  means  of  furthering  some  other  antitrust  abuse. 

In  addition,  this  proposal  does  not  purport  to  overrule  the  doctrine  that 
post-expiration  royalties  are  illegal.  Under  present  law  collection  of  royalties 
after  a  patent  expires  is  not  illegal,  if  the  royalties  clearly  relate  to  pre-ex- 
piration  u.se :  the  crucial  question  is  when  post-expiration  collection  is  based 
on  pre-expiration  activity.  The  proposed  amendment  will  only  add  confusion 
here  by  its  very  existence. 

The  second  proposal  would  authorize  collection  of  royalties  "not  measured 
by  the  subject  matter  of  the  patent."  This  obscure  language  is  capable  of 
being  interpreted  as  making  legitimate  royalties  that  are  based  on  the  use  of 
unpatented  supplies  or  on  the  total  sales  of  patented  and  unpatented  products 
made  by  the  licensee.  The  courts  have  condemned  such  practices,  and  I  believe 
rightly  so,  when  they  were  used  as  instruments  of  oppression  or  coercion,  or 
used  to  create  tie-ins,  to  deter  competition  with  the  patented  product  or  process 
involved,  to  collect  royalties  for  post-expiration  use,  when  they  are  coerced,  or 
when  they  otherwise  injure  competition  in  products  beyond  the  scope  of  the 
patented  "invention.  Proponents  of  these  amendments  have  claimed  that  these 
practices  would  continue  to  be  held  illegal,  and,  therefore,  we  believe  the 
proposed  amendment  to  be  unnecessary  and  confusing.  We  therefore  favor 
retention  of  the  present  law  and  oppose  adoption  of  the  propo.sed  amendment. 

The  third  proposal  in  this  subsection  suggests  that  royalties  are  not  illegal 
simply  becau.se  they  are  not  segregated  by  patent  or  claim.  Here,  again,  the 
courts  have  condemned  such  arrangements  only  when  used  coercively  to 
create  tie-ins,  or  to  exact  post-expiration  royalties;  so  the  amendment  is  un- 
necessary and  confusing. 

The  fourth  proposal  suggests  that  royalties  may  not  be  illegal  solely  because 
they  differ  from  those  provided  in  some  other  arrangement.  The  courts  have  not 
held  that  differing  royalties  alway  f*onstitute  discrimination,  nor  have  they 
held  that  where  discriminatory  royalties  exist  they  are  always  illegal.  The 
courts  have  held  that  royalty  discriminations  which  are  predatnrily  motivated 
or  which  monopolistically  restrain  competition  in  other  markets  are  illegal,  and 
it  is  unclear  whether  the  propo.sed  amendment  would  change  these  rules.  The  pro- 
posal is  thus  unnecessary,  and  if  adopted  might  result  in  needless  confusion 
and  useless  litigation. 


*Spp  CO..  VnitPfJ  S!taic.<t  v.  Krasnov.  14.^  F.  Siipp.  184  (E.D.  Pn.  1^*56^  "fl"''  P'"'" 
curiam,  ^^r^  U.S.  5  (19.^^7).  nnd  United  States  v.  Besser  Mfg.  Co.,  96  F.  Siipp.  304  (E.D. 
Mich.  1051),  aff'd,  343  U.S.  444  (19.52). 
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ChaUcnijUuj  Patent  VaUdity. — Sections  271(e)  and  (f).  Proposed  §§  271(e) 
and  (f)  would  impose  limitations  upon  the  ability  of  a  licensee  to  chal- 
lenge the  validity  of  a  patent  under  which  he  is  licensed.  Such  challenges  have 
been  permitted  since  the  Supreme  Court  finally  abolished  the  doctrine  of 
"Licensee  estoppel"  in  Lear,  Inc.  v.  Adkina,  395  U.S.  693  (1969). 

We  i-ecoguize  that  unfairness  to  patentees  could  result  if  the  courts  should 
extend  Lear — which  we  do  not  believe  they  will — and  hold  that  a  patent 
lieen.see  may  continue  to  enjoy  the  full  benefits  of  a  patent  license  while  at 
the  .same  time  challenging  the  patent's  validity.  On  the  other  hand,  as  pointed 
out  by  Lear,  licensees  may  often  be  the  only  persons  having  enough  economic 
incentive  to  challenge  a  patent  and  thus  protect  the  public  from  the  burden 
of  an  invalid  patent. 

We  aLso  recognize  that  patent  validity  litigation  could  be  disrupted  because, 
under  Lear,  the  validity  of  patents  may  apparently  be  challenged  in  state 
court  actions  brought  by  licensors  for  royalties  owing  to  them.  Patent  validity 
should  be  litigated  exclusively  in  the  federal  courts. 

Accordingly,  although  we  oppose  subsections  (e)  and  (f)  as  presently  formu- 
lated, we  would  be  prepared  to  support  a  provision  which  would  make  it  clear 
that  nothing  inheres  in  the  law  of  patent  conveyancing  which  negates  the  usual 
state  contract  rules  dealing  with  such  matters  as  repudiation,  anticipatory 
breach,  failure  of  consideration,  and  the  like.  Similarly,  we  would  support  a 
provision  that,  when  the  validity  of  a  patent  is  challenged  in  an  action  brought 
in  a  state  court,  the  action  may  be  removed  to  an  appropriate  federal  forum. 
We  have  prepared  suggested  language  which  we  think  is  appropriate  language 
to  effect  these  results.  A  copy  has  been  furnished  to  the  reporter,  and  the 
Chairman  may  wish  to  have  it  inserted  in  the  record  at  this  point. 

Finally,  it  has  been  proposed  by  some  that  an  agreement  not  to  contest  the 
validity  of  a  licensed  claim  or  patent  should  not  be  a  basis  for  a  finding  of 
misuse  or  illegal  extension  of  the  patent  grant.  Such  a  proposal  would  be  di- 
rectly contrary  to  the  Seventh  Circuit  decision  in  Bendije  v.  Balax,  421  F.2d 
809  "(1970).  There,  the  court  remanded  for  trial  the  defendant's  antitrust 
counterclaim  based  upon  a  licen.se  provision  prohibiting  licensees  from  ever 
asserting  the  invalidity  of  the  licensed  patent,  and  thereby  foreclosing  a  com- 
petitor (the  defendant)  from  supplying  the  market.  On  remand,  the  district 
court  found  that  the  effect  of  this  provision  had  been  to  foreclose  the  market 
and  that,  therefore,  it  violated  the  antitrust  laws.  We  believe  that  agreements 
not  to  challenge  the  validity  of  patents  can  be  used  to  insulate  invalid  patents 
from  public  ventilation.  Collusion  of  this  type  in  the  past  has  led  to  frauds 
upon  the  Patent  Oflice  and  the  consuming  public.  We  therefore  oppose  any 
proposal  to  immunize  such  agreements  from  the  antitrust  laws. 

AMENDMENT  NO.  23 

P.oth  amendment  No.  23  and  Section  301  of  S.  643  provide,  in  effect,  that  the 
Patent  Code  shall  not  be  construed  to  pre-empt  or  otherwi.se  affect  in  any  way 
various  types  of  state  laws  that  deal  with  the  protection  of  intellectual  property 
or  technology. 

Both  versions  of  this  provision  would  be  said  to  draw  into  question  Supreme 
Court  holdings  that  .state  unfair  competition  doctrines  cannot  support  a  claim 
of  the  exclusive  right  to  unpatentable  or  unpatented  goods.*  Depending  on  what 
rights  are  thought  to  be  "not  in  the  nature  of  patent  rights",  the  proposal  may 
well  be  unconstitutional  as  exceeding  the  limited  circumstances  in  which  a 
grant  of  exclusive  right  is  authorized  by  the  Patent  and  Copyright  Clau.se. 
The  proposed  statute  would  in  any  event  permit,  if  not  encourage,  develop- 
ments inconsistent  with  the  substantive  policies  recognized  in  many  years  of 
well-reasoned  lower  court  decisions. 

In  the  SearS'Comco  cases,  the  Supreme  Court  stated  that  the  states  could  not 
prohibit  non-deceptive  copying  but  could  require  labelling  to  prevent  deception 
of  purchasers  as  to  the  source  of  goods.  Neither  Sears  nor  Compeo  involved 
trade  .secrets  or  know-how.  Lear  did  involve  trade  secrets  and  know-how.  and 
the  Supreme  Court  .specifically  declined  to  consider  the  issue,  due  to  its  "diffi- 
culty and  importance,"  until  the  state  courts  had  "after  fully  focus.sed  inquiry. 


*.Sfenr.'!,  Roehiirk  <f-  Co.  v.  Stiffrl  Co..  .S7R  U.S.  225  (lf»r.4)  :  Compeo  Corp.  v.  D(i\i-Brite 
Lighting.  Inc.,  .S7R  U.S.  .^."^4  (lf>64).  Sep,  to  the  same  effect,  BIonder-Tovguc  Lahs,  Inc., 
v.  ijniversiti)  of  Illinois  Foundation,  U.S.  (May  3,   1971). 
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determined  the  extent  to  which  they  will  respect  the  contractual  rights  of 
inventors  [of  unpatented  secret  ideas]  in  the  future." 

A  single  lower  court  case,  decided  last  year,  held  that  the  states  have  no 
right  to  protect  unpatented  intellectual  property  {Painton  d  Co.  v.  Hourux, 
Inc.,  309  F.  Supp.  271  (D.D.N.Y.  1070).  This  cast — quite  riglitly.  wc  think— 
was  reversed  on  appeal  by  the  Second  Circuit  on  April  l.'7,  1071.  Thus,  nothing 
the  courts  have  done  in  the  area  of  preemption  warrants  legishitivc  action  at 
this  time.  Moreover,  the  Scam-Compco  decisions  have  no  effect  upon  the  right 
of  the  states  to  impose  labeling  and  other  requirements  in  order  to  prevent 
consumer  confusion.  They  do  hold,  however,  that  state  law  may  not  set  up  a 
local  patent  system  to  prevent  one  company  from  copying  or  duplicating  un- 
patented products  sold  by  another  company ;  we  believe  this  holding  is  correct 
and  one  compelled  by  federal  patent  policy. 

Accordingly,  we  oppose  legislation  in  this  area  at  this  time. 

REPEAL  OF  MANDATORY  LICENSING  PROVISISIONS  OF  CLEAN  AIK  ACT  AMENDMENTS 

Section  6  of  S.  643  would  amend  section  308  of  the  Clean  Air  Act  Amend- 
ments Act  of  1970  by  repealing  the  procedure  set  forth  in  that  section  for  the 
licensing  of  patents  which  may  be  necessary  to  enable  persons  to  comply  witli 
the  anti-pollution  provisions  of  that  Act.  In  general,  section  30S  jtrovidcs  that 
the  Administrator  is  to  advise  the  Attorney  General  that  the  implementaticm  of 
clean  air  standards  requires  a  right  under  a  patent  which  is  not  reasonably 
available,  that  there  are  no  reasonable  alternative  methods  to  meet  tlio  clean 
air  standards,  and  that  the  unavailability  of  such  a  right  may  adversely  affect 
competition.  On  this  basis,  the  Attorney  General  may  certify  the  matter  to  a 
court,  and  the  court  after  hearing,  may  issue  an  order  requiring  the  patentee 
to  license  the  patent  on  reasonable  terms  and  conditions. 

We  believe  that  the.se  provisions  should  be  retained.  Where  anti-pollution 
standards  imposed  by  the  Government  are  such  as  to  require  the  use  of  a 
patented  device,  the  Government  has  by  regulation  created  a  situation  in  which 
the  patentee's  device  must  be  used.  It  has  thus  artificially  expanded  his  market 
beyond  that  which  could  be  expected  from  normal  competitive  conditions.  In 
this  situation,  we  believe  that  the  provisions  of  section  30S  are  nece.ssary  and 
contain  adequate  safeguards  to  protect  the  patent  owner's  legitimate  interest. 

Finally,  I  would  note  that  many  foreign  countries,  including  the  United 
Kingdom,  France,  Germany  and  Japan  have  provisions  for  compulsory  licens- 
ing in  the  public  interest. 

'Sir.  Chairman,  I  regret  that  it  has  taken  me  some  time  to  discuss  the  very 
important  issues  which  are  involved  in  this  bill  and  tlie  Scott  Amendnients. 
Even  so,  I  have  not  been  able  to  provide  the  Committee  with  a  detailed  legal 
analysis  in  support  of  our  positions.  I  would,  therefore,  request  the  opportunity 
to  supplement  my  testimony  by  providing  the  Subcommittee  with  an  approjjri- 
ate  Memorandum  of  Law. 

Senator  McClellax.  Thank  3'ou  very  much,  Mr.  ^McLaren. 

Do  either  of  you  gentlemen  have  anything  to  offer? 

Mr.  Stern.  No ;  Mr.  Chairman. 

Mr.  WiLSOX.  No ;  Mr.  Chairman. 

Senator  ^IcCleixan.  The  Chair  will  make  this  announcement:  I 
have  a  rather  heavy  schedule  and  I  have  to  be  somewhere  else  within 
the  next  few  minutes. 

I  had  understood  that  another  Senator,  another  member  of  the 
committee  would  be  hero  at  3  o'clock  to  relieve  me.  So  I  must  go.  But 
in  the  meantime,  we  shall  simply  recess  for  a  few  minutes,  and  when 
Senator  Burdick  arrives,  he  will  preside  and  the  heariug  will  then 
proceed,  possibly  to  the  conclusion  of  the  witnesses  scheduled  for 

today. 

After  that,  when  we  adjourn  today,  we  shall  be  in  recess  until  1i> 

o'clock  in  the  morning. 
Off  the  record. 
[Discussion  off  the  record.] 
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Senator  Burdick  (presiding).  The  next  witness  will  be  Mr.  Ed- 
ward J.  Brenner. 

Mr.  Brennan.  Mr.  Brenner,  yon  have  a  prepared  statement.  Do 
you  wish  to  have  that  filed  for  the  record  and  just  summarize  your 
remarks  ? 

STATEMENT   OE  EDWARB  J.   BRENNER,   U.S.   COMMISSIONER   OF 

PATENTS  (1964-69) 

Mr.  Brenner.  Yes,  sir;  I  would  prefer  to  have  the  statement  filed 
for  the  record  and  present  a  summarized  statement  orally. 

Senator  Burdick.  Your  full  statement  will  be  printed  in  the  record. 

Mr.  Brenner.  Mr.  Chairman,  I  very  much  appreciate  this  opportu- 
nity to  testify  before  this  subcommittee  on  what  are  important  mat- 
ters relating  to  patent  legislation.  I  would  like  to  testify  briefly  on 
the  Scott  amendments,  on  the  amendments  to  the  clean  air  bill,  and 
briefly  on  the  Patent  Office  fees  and  financing  bill. 

I  might  say  initially  that  I  have  been  in  patent  and  related  activi- 
ties for  approimately  20  years,  including  having  served  as  U.S.  Com- 
missioner of  Patents  from  1964  to  1969. 

As  a  backdrop  for  my  comments  on  all  of  these  bills,  I  would  like 
to  mention  the  following  matters  of  national  importance  which  I 
think  are  closely  related  to  the  matters  under  discussion. 

First  of  all,  costs  and  time  for  research  and  development  and  for 
commercializing  inventions  is  increasing. 

Second,  our  rate  of  increase  of  national  productivity  is  decreasing. 

Third,  our  balance  of  payments  problem  is  continuing. 

Fourth,  international  competition  is  increasing. 

Fifth,  inflation  continues. 

And  finally,  we  are  faced  with  a  number  of  problems  in  the  areas 
of  health,  safety,  environment,  housing,  and  transportation. 

In  my  mind,  invention  and  innovation  are  the  key  to  the  future  of 
the  United  States  in  all  these  matters. 

We  must  compete  on  American  ingenuity,  not  really  on  our  labor 
costs. 

And  finally,  incentives  are  the  key  to  invention  and  innovation  in 
the  United  States,  such  as  provided  under  the  patent  system  and 
other  legal  forms  of  protection  of  intellectual  property. 

Now,  moving  on  to  the  amendments  introduced  by  Senator  Scott,  I 
strongly  support  these  in  principle.  I  am  not  committed  to  the  partic- 
ular wording,  and  I  l)elieve  that  the  woi'ding  of  these  amendments 
can  l)e  improved  as  a  result  of  these  hearings. 

First  of  all,  I  addi-ess  myself  to  the  proposed  amendments  to  sec- 
tions 261  and  271,  and  I  would  like  to  comment  on  two  main  points : 

First  of  all,  what  is  the  problem ;  and  second,  what  is  the  solution 
to  the  problem. 

The  problem  in  my  mind  is  a  process  that  has  been  going  on  for 
many  years,  which  has  resulted  in  an  erosion  of  incentives  through 
the  erosion  of  values  of  patent  rights  and  the  rights  to  license  patents 
on  a  reasonable  basis.  This  is  going  on  in  a  number  of  areas. 

First  of  all,  the  process  goes  on  in  the  courts  in  the  form  of  a 
variety  of  court  decisions  that  have  resulted  in  this  erosion. 
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Second,  actions  and  many  pronouncements  of  the  Antitrust  Divi- 
sion of  the  Justice  Department,  as  well  as,  recently,  the  Federal 
Trade  Commission,  are  in^•olved  in  this  process. 

The  resultant  problem  is  that  there  is  a  tremendous  tuiinoil  and 
uncertainty  in  this  country  as  to  what  are  the  values  of  patent  riirhts 
and  what  you  can  do  with  regard  to  licensing  your  patents  on  a 
reasonable  basis. 

The  result  is  that  businessmen  cannot  plan  effectively  their  research 
and  their  commercial  activities.  The  result  is  that  progress  of  the 
useful  arts,  in  my  mind,  is  being  definitely  hindered  in  many  areas. 
Businessmen  would  probably  speak  out  more  on  this  particular  sub- 
ject, but  I  believe  they  have  a  fear  of  being  singled  out  for  possible 
Government  action  if  they  speak  out  too  loudly. 

Senator  Burdick.  I  wonder  if  you  would  elaborate?  You  said  the 
court  decisions. 

How  do  they  contribute  to  this  confusion  ? 

Mr.  Brexxer.  Well,  I  shall  give  you  one  example,  Senator.  This  is 
a  particular  point  of  law  that  is  not  presently  involved  in  the  pro- 
posed amendments  to  2G1  and  271. 

It  has  been  held  by  the  courts  that  it  is  misuse  of  your  patent  to 
require  a  customer  to  buy  an  unpatented  product  from  you  in  order  to 
practice  a  patented  invention  on  which  you  have  a  patent. 

I  have  had  some  personal  experience  in  this  field  of  trying  to 
commercialize  or  utilize  patents  on  that  particular  subject. 

The  result  has  been  that  it  has  been  impossible  to  develop  any 
interest  because  of  a  great  deal  of  difficulty  that  is  involved  in  licens- 
ing certain  specific  improvements  on  your  products. 

The  result  was  that  I  advised  my  company  that  they  were  wasting 
their  time,  in  effect,  in  trying  to  develop  new  uses  of  old  products 
because  you  could  not  get  effective  patent  coverage,  and  to  divert 
their  efforts  in  other  directions  because  they  were  not  able  to  realize  a 
fair  return  for  their  efforts. 

The  result  was  that  research  w-as  considerably  cut  ])ack,  and  I 
believe  that  is  true  in  other  cases. 

In  my  judo;ment,  the  purpose  of  the  patent  system,  and  what  we 
should  be  doing  for  the  country,  is  providing  incentives  to  do  re- 
search to  bring  out  improved  products,  new  uses  of  old  products,  for 
the  benefit  of  the  country,  because  these  will  be  either  lower  priced,  or 
they  will  be  better  quality,  or  there  will  be  new  uses  of  old  products.  I 
just  mention  that  as  one  specific  example. 

As  I  mentioned,  this  is  not  directly  involved  in  261  or  271. 

Senator  Btjrdick.  Would  the  Scott  amendments  improve  or  correct 
that  situation  ? 

Mr.  Brexxer.  Xo;  the  Scott  amendments  are  not  directed  to  that 
specific  matter  of  patent  law,  but  they  are  directed  to  many  other 
areas  which  are  different  aspects  of  patents  and  licensing,  which  I 
think  are  in  the  same  situation  as  far  as  being  eroded  further,  the 
result  being  less  incentive  to  do  the  invention  and  innovation  that  we 
need  in  this  country. 

Moving  on  to  the  solution  to  this  problem,  it  seems  to  me  that  there 
are  two  fields  of  thought.  One  is  that  you  could  proceed  on  a  case-by- 
case  basis  through  the  Justice  Depaiiment  bringing  actions  against 
business  and  having  these  settled  in  the  courts. 
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The  second  approach  is  to  liave  legishition  enacted  by  the  Cono;ress. 

In  m}^  view,  cono:ressional  action  is  the  course  to  follow,  and  snch 
action  and  legislation  is  needed  now.  On  a  case-by-case  basis,  this 
may  be  very  exciting  for  lawyers  in  the  Patent  Section  of  the  Anti- 
ti-nst  Division  of  the  Justice  Department  and  in  universities  and  law 
firms,  perhaps,  but  it  creates  real  problems  and  chaos  for  the  business- 
men and  for  the  progress  of  our  country. 

Xow.  what  is  wrong  with  a  case-by-case  approach,  in  my  view,  is 
the  following:  First  of  all,  you  look  at  the  patent  system  on  just  a 
single  case  basis,  a  rather  static  situation,  rather  than  addressing 
yourself  to  the  long-range  overview  dynamic  aspects  of  the  patent 
system. 

Second,  on  any  particular  case  in  court,  all  that  the  court  hears  ai'e 
the  views  of  the  two  litigants,  a  relatively  limited  sample  of  the 
national  interest  in  the  particular  subject. 

Furthermore,  there  is  a  long  delay  in  the  development  of  the  law. 
It  would  take  years  and  decades  to  evolve  the  law  on  a  case-by-case 
basis. 

Fourth,  any  new  decision  or  law  by  the  courts  is  retroactive,  which 
creates  a  considerable  amount  of  confusion,  whereas  a  law  enacted  by 
Congress  takes  effect  from  the  time  that  law  is  passed. 

Finally,  as  I  understand  it,  the  Constitution  gives  to  the  Congress 
the  authority  and  responsibility  of  enacting  our  laws,  and  it  is  pre- 
sumptuous, I  think,  to  say  that  a  few  people  in  the  Justice  Depart- 
ment and  the  courts  are  the  ones  that  could  really  figure  out  what  is 
the  best  law  for  the  country  in  this  important  field. 

I  personally  support  very  strongly  the  principles  of  the  Scott 
amendments. 

I  call  your  attention  to  the  fact  that  the  President's  Commission  on 
the  Patent  System  supported  legislation  on  this  very  point. 

I  can  speak  from  actual  experience,  because  I  was  a  member  of  that 
commission,  and  the  commission  included  people  from  a  wide  variety 
of  backgrounds  throughout  our  country. 

Also,  a  number  of  Senators  have  recently  stated  that  they  believe 
the  antitrust  laws  should  be  reviewed  and  brought  up  to  date  to  meet 
the  situation  in  the  lOTO's. 

Finally,  I  feel  that  there  is  a  wide  support  for  such  legislation  in 
the  private  sector.  Legislation,  to  my  mind,  is  needed  to  spell  out  the 
acts  that  a  patentee  can  feel  free  to  follow,  without  them  being 
considered  illegal  per  se,  provided  he  carries  them  out  on  a  reasonable 
basis,  or  not  an  unreasonable  basis. 

I  think  just  the  testimony  before  this  committee  indicates  the  need 
to  codify  the  present  law  and  to  create  a  greater  certainty,  not  only 
for  business  but  for  the  courts  and  the  Justice  Department. 

"With  regard  to  the  proposed  amendment  to  section  301  relating  to 
know-how  and  tr-ade  secrets.  I  consider  this  equally  important. 

Billions  of  dollars  are  being  spent  in  this  country  for  the  develop- 
ment of  trade  secrets  and  confidential  know-how,  and  this  form  of 
intellectual  property  needs  protection  in  order  to  again  preserve  the 
incentives  for  spending  these  enormous  amounts  of  money. 

There  have  been  court  decisions  that  have  cast  a  cloud  on  this  area. 
It  was  just  mentioned  that.  well,  there  was  a  district  court  decision 
that  got  reversed  by  a  court  of  appeals.  But  I  do  not  think  that 
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settles  it,  because  as  you  know,  there  are  many  district  courts  and 
many  courts  of  appeals.  The  matter  has  not  been  before  the  Supreme 
Court,  and  I  think  this  is  an  area  that  is  appropriate  for  the  Con- 
<ri"ess  to  address  itself  to,  rather  than  leaving;  it  for  a  decade  or  so  to 
evolve  with  a  great  deal  of  uncertainty  and  maybe  the  wrong  result, 
at  least  as  far  as  incentives  go,  ultimately. 

With  regard  to  section  G  of  S.  G4().  proposing  an  amendment  to  the 
Clean  Air  Act  of  1970,  1  particularly  supi)ort  this  amendment,  too.  I 
think  that  Avith  regard  to  the  providing  of  clean  air  and  cleaning  up 
the  environment,  strong  incentives  are  needed  for  invention. 

This  includes  not  only  those  organizations  operating  in  the  particu- 
lar area  that  may  be  more  or  less  bound  by  the  provisions  of  that  act 
to  come  up  with  solutions  but  it  also,  I  think,  applies  to  organizations 
outside  of  the  industry  that  may  very  well  be  the  very  ones  to  come 
up  with  the  successful  inventions.  In  fact,  history  has  indicated  that 
many  times,  the  best  inventions  come  from  inventors  and  organiza- 
tions operating  outside  of  a  particular  field  because  they  liave  an 
unusual  insight  into  the  problem. 

With  any  mandatory  licensing  arrangement,  I  think  it  dulls  or 
reduces  the  incentives  at  least  two  ways.  In  other  words,  if  I  am 
operating  in  this  tield,  I  can  ask  the  question:  Why  should  I  invest 
substantial  amounts  of  research  money  in  this  particular  held  if, 
when  I  come  up  with  a  solution  I  may  just  have  to  license  that  to  my 
competitor  or,  secondly,  why  do  I  not  just  sit  back  and  let  somebody 
else  invest  the  money,  and  if  they  come  up  with  a  good  invention,  I 
have  no  problem  getting  a  license  i 

I  think  the  object  of  the  Clean  Air  Act  is  to  encourage  inventions, 
bring  forth  the  inventions  needed  to  clear  up  the  enviromnent.  In  my 
judgment,  if  there  is  no  incentive,  or  a  reduced  incentive,  you  are  not 
going  to  have  inventions.  If  there  are  those  incentives.  I  think  those 
inventions  are  going  to  come  forth  nuich  more  promptly  and  in  much 
higher  degree. 

Finally,  addressing  myself  to  S.  1255  relating  to  patent  fees,  I 
would  like  to  make  the  following  connnents.  which  connnents  are 
based  primarily  on  a  rather  extensive  study  we  made  at  the  Patent 
Office  while  I  was  Commissioner  of  l*atents. 

In  coming  around  to  the  question  of  patent  fees,  it  seems  to  me 
there  are  two  basic  questions  which  should  not  be  mixed  together  or 
confused. 

The  first  question  is :  What  is  the  level  of  recovery  that  is  appropri- 
ate for  the  Patent  Office  to  receive  in  fees  relative  to  their  total  costs? 

And  the  second  question  is  once  an  appropriate  level  of  recovery  is 
determined,  what  fee  structure  is  the  best  to  provide  that  particular 
level  of  recovery  ? 

Well,  first  of  all,  addressing  myself  to  the  level  of  recovery,  our 
study  indicated  that  there  are  three  basic  service  areas  or  typos  of 
operations  in  the  I^atent  Office. 

First  of  all,  there  is  what  you  might  call  "public  services."  By  this  I 
mean,  for  example,  the  basic  printing  of  [)atents,  which  is  really  a 
l)ublic  function.  Printing  is  really  not  of  any  value  to  the  patent 
applicant.  Copies  from  the  basic  printing  of  patents  are  sent  to  22 
public  libraries,  at  least,  in  the  United  States,  and  exchanged  with 
foreign  countries  for  copies  of  their  foreign  patents,  and  the  like. 
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Second,  the  Patent  Office  Research  Center,  which  inchides  a  scien- 
tific library  and  a  public  search  room,  is  basically  an  operation  like 
our  other  libraries,  particularly  the  scientific  sections,  which  I  believe 
are  in  the  public  interest,  and  in  these  areas  the  applicants  should  not 
have  to  pay  for  that  particular  cost;  it  is  a  public  service  and  should 
be  paid  for  by  appropriated  funds. 

Roughly,  i  Avould  estimate  in  the  proposed  1972  budofet  in  the 
Patent  Office,  the  amount  of  money  involved  in  this  public  service 
area  might  be  $8  to  $10  million  per  year. 

Second,  there  is  the  area  of  which  I  would  call  "user  services."  This 
involves  supplying  copies  of  patents  to  people  who  write  in  for  copies, 
recording  assignments,  providing  certified  copies  of  applications,  the 
clerical  processing  of  patent  applications,  etc. 

In  this  area  these  services  are  really  for  the  benefit  of  specific  users, 
and  it  would  seem  that  100  percent  recovery  would  be  appropriate. 

Again,  I  would  estimate  in  the  proposed  1972  budget  of  the  Patent 
Office,  the  costs  in  this  area  are  some  place  in  the  range  of  $8  to  $10 
million  per  year. 

Then,  finally,  we  come  to  the  third  category,  which  I  would  term 
"public-user  services."  Basically  this  involves  the  patent  examination 
operation  in  the  Patent  Office  and  related  functions. 

In  my  judgment,  patent  examination  can  be  said  to  be  carried  out 
about  equally  beneficialh^  for  the  applicant  as  well  as  the  public. 

I  might  add  that  it  is  not  necessary  to  the  patent  system  to  have  an 
examination.  As  a  matter  of  fact,  a  number  of  countries  of  the  world 
do  not  have  any  such  examination  system. 

France,  for  many  years,  operated  with  what  was  called  a  registra- 
tion system,  but  they  recently  changed  to  an  examination  system, 
concluding  that  it  was  in  the  interest  of  the  public  to  provide  for  an 
examination. 

In  the  case  of  the  German  patent  system,  they  have  a  system  of 
deferred  examination  under  which  either  the  applicant  or  a  member 
of  the  public,  a  third  party,  can  request  an  examination  by  the 
patent  office. 

So,  in  other  words,  I  attribute  half  of  the  value  of  patent  examina- 
tion to  the  benefit  of  the  applicant  so  he  knows  what  sort  of  patent 
coverage  he  may  have,  and  the  other  half  to  the  public  for  knowing 
what,  exactly,  the  patent  coverage  involved  is. 

The  costs  in  this  area,  I  would  estimate,  are  some  place  in  the  range 
of  $34  to  $38  million  in  the  1972  budget. 

Finally,  the  net  result  of  combining  these  three  areas  comes  out  to  a 
level  of  recovery  some  place  around  50  percent  of  Patent  Office  costs. 
Therefore,  based  upon  the  analysis  we  made,  I  would  recommend  that 
an  overall  recovery  of  about  50  percent  is  appropriate  and  it  is  not 
necessary  to  go  to  65  percent  or  75  to  80  percent. 

Now,  finally,  addressing  myself  to  the  matter  of  the  fee  structure,  I 
personally  am  in  favor  of  spreading  out  and  graduating  fees  as  the 
person  proceeds  through  the  patent  process;  that  is,  from  filing  to 
patent  expiration.  Basically,  at  the  present  time,  as  I  indicated,  I 
think  a  50-percent  level  of  recovery  is  appropriate  and  there  is  no 
need  to  increase  the  general  level  of  fees. 

But  I  Avould  favor  lowering  most  of  the  present  fees  and  establish- 
ing a  system  of  deferred  fees. 
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In  this  connection,  I  might  add  that  I  believe  that  former  Commis- 
sioner Watson  and  former  Commissioner  Ladd  liave  likewise  reached 
a  similar  conclusion. 

So,  now,  applying  this  to  the  user  service  area,  I  believe  that  in 
the  user  service  area,  the  fees  should  bo  administratively  established 
by  the  Commissioner,  inchidinir  the  filin<r  fee. 

I  believe  further  that  the  Patent  Ofiice  should  be  authorized  to 
establish  a  trust  or  revolving  fund  in  which  the  income  from  this  user 
service  area  would  be  utilized  to  cover  the  cost. 

The  filing  fee  in  this  case  should  1)e  reduced  to,  say.  a  basic  fee  of 
$50,  reduced  from  the  present  $65.  But  T  would  also  recommend 
continuing  additional  fees  for  additional  independent  claims  and 
total  claims,  say,  in  excess  of  10. 

The  cost  of  patent  copies  could  be  reduced  to  25  cents,  which  I 
think  is  more  closely  related  to  their  actual  cost.  I  would  also  take 
this  opportunity  in  revising  fees  to  establish  a  special  fee  structure 
for  what  the  Patent  Office  calls  its  defensive  publication  program,  in 
v.hich  a  person  can  file  an  application  and  if  he  elects  not  to  have  to 
go  to  the  trouble  and  expense — not  only  his  trouble  and  expense,  but 
the  Patent  Ofhcc's  trouble  and  expense — to  get  a  patent,  both  groups 
would  save  money. 

So.  I  would  think,  say,  that  a  fee  of  $25  would  be  appropriate  for 
somebody  applying  under  the  defensive  publication  program. 

There  could  be  a  provision  that  if,  say,  within  ^Yo  years,  the  person 
wanted  to  go  ahead  and  get  a  patent,  he  could  pay  the  balance  of  the 
filing  fee  and  proceed  in  a  normal  manner. 

Also,  I  think  it  would  be  well  to  strengthen  the  legal  defenses  that 
apply  to  a  defensive  publication  in  the  same  wa}'  as  we  do  for 
patents. 

With  regard  to  the  public-user  service  area  or  the  area  of  patent 
examination.  I  would  think  a  fee  structure  that  might  be  appropriate 
— and  I  am  not  wed  to  any  particular  set  of  numbers — would  involve 
a  flat  fee  of  $100  when  the  patent  would  issue. 

This  would  be  reduced  over  the  present  level.  I  might  add  that  I 
am  in  favor  of  a  flat  issue  fee,  regardless  of  how  the  legislation  comes 
out,  which  would  be  a  change  from  the  approach  tlie  Patent  Office  has 
been  using  for  the  last  several  years. 

But  in  addition,  then,  say  after  5  years  from  the  filing  date,  an 
additional  fee  of  $150  would  be  due ;  "a  $200  fee,  say.  after  10  years 
from  the  filing  date ;  and  an  additional  fee  of  $250  would  be  due  15 
years  after  the  filing  date. 

So,  ]Mr.  Chairman,  the  remarks  I  have  made  on  fees  are  based  upon 
what  I  would  say  was  a  rather  extensive  detailed  cost -benefit  analy- 
sis of  the  operation  of  the  patent  system.  My  comments  are  also  aimed 
at  maintaining  an  incentive  for  applying  for  and  issuing  patents. 

Thank  you  very  much.  IMr.  Chairman.  If  you  have  any  questions,  I 
shall  be  pleased  to  try  to  answer  them. 

(The  complete  statement  follows :) 

Statement  of  Edwahd  J.  Beenner 

Mr.  Chairman,  I  very  much  appreciate  being  granted  the  opportunity  to  testify 
before  this  sub-committee  on  a  number  of  important  legislative  pmposals  relat- 
ing to  patents  which  are  currently  being  considered  by  this  sub-counn'ttee.  More 
particularly,  I  wish  to  testify  briefly  on  the  following  matters. 
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1.  The  amendments  proposed  by  Senator  Scott  to  Sections  261  and  271  of  S. 
646  relating  to  patent  licensing  and  to  Section  301  of  S.  646  relating  to  the 
inter-relationship  of  the  patent  laws  and  protection  of  know-how  ; 

2.  Section  6  of  S.  646  proposed  as  an  amendment  to  Section  308  of  the  Clean 
Air  Amendments  Act  of  1970  ; 

3.  S.  1255  relating  to  Patent  Office  financing  and  patent  fees. 

I  appear  before  this  sul»-committee  as  a  private  citizen  having  approximately 
20  years  experience  in  patent  and  licensing  activities.  I  served  five  years  as 
United  States  Commissioner  of  Patents.  I  have  also  15  years  experence  in 
corporate  and  private  practice.  I  am  a  patent  lawyer  and  also  have  experience 
as  a  licensing  attorney,  engineering  economist,  director  of  patent  information 
activities  and  as  a  corporate  officer. 

AMENDMENTS  TO  SECTIONS  261  AND  271  OF  S.   646 

I  support  in  principle  Senator  Scotfs  Amendment  No.  24  to  S.  643.  Senator 
Scott's  amendment  as  it  may  be  modified  as  a  result  of  these  hearings  will 
materially  advance  the  "progress  of  the  useful  arts"  which  is  the  basic  purpose 
of  the  United  States  Patent  System  as  expressed  in  the  Constitution.  As  you 
know  the  constitutional  provision  gives  to  Congress  the  plenary  power  "to 
promote  the  progress  of  the  useful  arts."  On  the  President's  Commission  on  the 
Patent  System,  I  participated  actively  in  discussions  with  the  other  Commission 
members  who  represented  a  broad  spectrum  of  backgrounds  in  relation  to  the 
operations  of  the  economy  and  the  United  States  Patent  System.  The  Commis- 
sion members  unanimou.sly  concluded  that  specific  legislation  was  required  to 
clarify  the  licensing  rights  of  a  patentee.  Some  people  ai-gue  that  this  entire 
matter  is  better  left  for  development  over  the  years  in  Courts.  I  strongly  believe 
that  the  proper  way  to  proceed  is  by  act  of  Congress  setting  forth  the  specific 
licensing  rights  of  patentees.  The  Constitution  gives  the  power  and  the  responsi- 
bility to  the  Congress  to  promote  the  progress  of  the  useful  arts  and  to  regulate 
commerce.  Courts  are  simply  to  decide  cases  imder  congressional  enactments. 

The  President's  Commission  on  the  Patent  System  unanimously  agreed  upon 
the  importance  of  both  the  patent  laws  and  anti-trust  laws  of  our  country.  Each 
has  an  important  purpose  and  both  are  directed  at  promoting  the  economic 
develoi)ment  of  the  country  through  competition. 

The  patent  laws  and  the  anti-trust  laws  which  have  been  enacted  by  Congress, 
pursuant  to  its  plenary  powers,  have  seemingly  been  on  collision  course  for 
some  time  now.  The  Congress  should  legislate  in  the  area  between  them  which 
is  now  in  doubt. 

Unfortunately,  in  my  mind,  in  the  past  several  decades,  thei'e  has  been  a 
continuing  erosion  of  the  value  of  patents  because  the  rights  of  the  patentee 
have  diminished  as  a  result  of  a  variety  of  court  decisions. 

Further,  and  the  community  is  most  concerned  here,  the  pronouncements,  of 
some  of  the  Department  of  Justice  people,  have  injected  into  the  area  between 
the  patent  and  the  antitrust  laws  so  much  doubt  that  licensing  executives  or 
patent  owners  are  unable  to  make  full  and  proper  use  of  their  patent  rights. 
The  threat  that  the  law  will  change,  particularly  as  a  result  of  Department  of 
Justice  efforts  or  pronouncements  as  these  may  be  picked  up  by  the  courts, 
prevents  the  full  measure  of  return  to  the  patentee  who  has  responded  to  the 
incentive  of  our  patent  incentive  system.  To  this  extent,  there  is  the  erosion  in 
my  mind  of  which  I  have  spoken. 

In  certain  instances  particular  court  decisions  which  proceed  on  a  case  by  case 
basis  have  overlooked  some  of  the  l)asic  fundamentals  of  the  patent  incentive 
system.  While  these  fundamentals  supposedly  are  well  known,  I  believe  that 
certain  of  these  should  be  noted. 

First,  it  must  be  remembered  that  a  patent  is  to  be  granted  or  held  valid  only 
in  a  case  where  the  inventor  had  contributed  something  "new"  to  the  benefit  of 
the  country.  In  other  words,  a  patent  grant  does  not  deprive  the  public  of  any 
rights.  The  patent  grant,  based  upon  the  Constitutional  provision,  secures  to  the 
Itatentee  the  right  to  exclude  others  from  making,  using  and  selling  the  patented 
invention.  Since  the  patentee  has  these  rights,  there  appears  no  real  reason  why 
he  should  not  be  able  to  license  any  part  of  his  patent  rights  either  with  respect 
to  a  geographical  area,  field  of  use  or  any  other  sub-division  of  his  patent  right 
so  long  as  it  is  done  on  a  reasonable  basis,  which  is  calculated  to  permit  him  to 
reap  the  reward  of  the  incentive  of  the  patent  system. 
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The  amendments  introduced  by  Senator  Scott  generally  are  aimed  in  this 
particular  direction.  Enactiiient  of  these  amendiuents  sliouUl  fro  a  long  way 
towards  eliminating  the  turmoil  which  has  been  created  in  this  country  by  the 
Anti-Trust  Division  of  the  Department  of  Justice  in  its  continuiui;  stream  of 
pronouncements  with  regard  to  its  theories  on  patent  licensing,  which  I  can  only 
categorize  as  being  directed  at  the  "socialization"  of  the  patent  system  with  the 
consequent  elutriation  therefrom  of  the  needed,  necessary  incentive. 

Amendments  as  suggested  by  Senator  Scott's  language  and  as  may  be  changed 
in  the  legislative  process,  in  my  judgment,  will  help  materially  to  promote  the 
progress  of  science  and  the  useful  arts  by  assuring  that  the  incentive  for 
invention  and  innovation  in  this  country,  provided  by  patent  rights,  will  not  be 
further  eroded  in  the  future.  This  will  lend  great  momentum  to  the  i)roduction 
of  the  greater  fund  of  knowledge  and  skills  vital  to  our  civilian  and  defense 
posture  because  the  larger  the  luuuber  of  people  who  are  involved  in  working 
with  the  "new"  invention,  the  more  additional  "new"  invention  there  will  be. 
Consequently  in  the  long  run,  there  will  be  more  products,  etc.  for  the  consumer, 
ultimately  more  competition,  product  safety,  etc.  Our  national  defense  posture 
will  be  improved.  Needed  legislation  now  will  create  certainty  as  to  the  licensing 
rights  of  a  patentee  which  will  materially  assist  in  establishing  the  rights  of 
licensors  and  licensees  in  long  term  licensing  agreements.  As  technology  ad- 
vances, the  cost  and  time  involved  in  advancing  the  frontiers  of  science  and 
progress  of  the  useful  arts  increases.  To  maintiiin  the  incentive  for  research  and 
development  expenditures  it  is  important  that  a  patentee  be  provided  with  the 
protection  he  needs  to  achieve  the  monetary  rewards  which  must  be  realized  to 
jtistify  the  investments  made  in  successful,  as  well  as,  I  should  add,  unsuccess- 
ful R  &  D,  which  also  cost  money,  i.e.,  time,  labor  and  materials. 

It  has  recently  been  suggested  liy  at  least  one  Senator  that  the  anti-trust  laws 
of  our  counti'v  need  to  be  studied  in  detnil  in  order  to  modernize  them  and  more 
particularly,  that  the  laws  drafted  in  the  19th  Century  need  up-dating  for  the 
]970"s.  It  has  been  indicated  that  certain  court  decisions  have  actually  worked 
in  a  direction  opposite  of  the  ptirpose  of  these  laws.  I  point  out  one  example. 
The  courts  have  severely  limited  the  vahie  of  patents  covering  the  use  of 
unpatented  products.  This,  demonstratably  has  reduced  substantially  the  amount 
of  R  &  D  in  this  country  in  the  field  of  products  uses,  to  the  detriment  of  the 
country  as  a  whole. 

Respecting  timeliness  of  needed  legislation,  there  has  been  considerable  study 
on  the  inter-relationship  of  the  patent  and  anti-trust  laws. 

In  the  past  five  years,  the  President's  Commission  on  the  patent  System  made 
a  full  study  and  its  recommendation  XXII. 

As  a  member  of  that  commission  I  am  qtialified  to  state  that  the  study  was 
comprehensive,  thorough  and  intensive.  With  your  permission  I  would  like  to 
qtiote  from  the  report,  pages  36-38  of  which  are  devoted  exclusively  to  the 
matter  here  under  discussion  and  which  are  incorporated  by  reference. 

XXII 

"The  licensable  nature  of  the  rights  granted  by  a  patent  should  be  clarified  by 
specifically  stating  in  the  patent  statute  that:  (1)  applications  for  patents, 
patents,  or  any  interests  therein  may  be  licensed  in  the  whole,  or  in  any 
specified  part,  of  the  field  of  u.se  to  which  the  subject  matter  of  the  claims  of 
the  patent  are  directly  applicable,  and  (2)  a  patent  owner  shall  not  be  deemed 
guilty  of  patent  misuse  merely  because  he  agreed  to  a  contractual  provision  or 
imposed  a  condition  on  a  licen.see,  which  has  (a)  a  direct  relation  to  the 
disclosure  and  claims  of  the  patent,  and  (b)  the  performance  of  which  is 
reasonable  under  the  circumstances  to  secure  to  the  patent  owner  the  full 
benefit  of  his  inventicm  and  patent  grant.  This  recommendation  is  intended  to 
make  clear  that  the  'rule  of  reason'  shall  constitute  the  guideline  for  determin- 
ing patent  misuse. 

"There  is  no  doubt,  in  the  opinion  of  the  Commission,  of  the  importance  to  the 
U.S.  economy  of  both  the  U.S.  patent  system  and  the  antitrust  laws.  Kafh  is 
essential  and  each  serves  its  own  purpose  within  the  framework  of  our  economic 
structure.  However,  conflicts  between  the  two  have  arisen.  But  this  does  not 
mean  that  the  two  systems  are  mutually  exclusive,  that  a  strong  patent  system 
is  a  threat  to  the  antitrust  laws,  or  that  the  latter  cannot  be  effectively  enforced 
so  long  as  a  patent  system  grants  limited  monopolies. 
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"On  the  contrary,  the  two  systems  are  fully  compatible,  one  checking  and 
preventing  vmrtesirable  monopolistic  power  and  the  other  encouraging  and  pro- 
moting certain  limited  beneficial  monopolies.  In  this  way,  each  may  easily 
achieve  its  objectives  in  a  strong  economy.  *  *  * 

"*  *  *  However,  uncertainty  exists  as  to  the  precise  nature  of  the  patent  right 
and  there  is  no  clear  definition  of  the  patent  misuse  rule.  This  has  produced, 
confusion  in  the  public  mind  and  a  reluctance  by  patent  owners  and  others  to 
enter  into  contracts  or  other  arrangements  pertaining  to  patents  or  related 
licenses. 

"*  *  *  All  that  the  Commission  believes  to  be  required  is  explicit  statutory 
language  defining,  for  the  purpose  of  assignments  and  licenses,  the  nature  of  the 
patent  grant  heretofore  recognized  under  the  patent  statute  or  by  decisional  law. 
This  is,  the  right  to  exclude  others  from  making,  using  and  selling  the  patented 
invention. 

"The  mere  exercise,  conveyance  or  license  of  these  conferred  rights  should  not 
in  itself  constitute  misuse  of  a  patent." 

I  know  that  this  Committee  understands  and  distinguishes  between  per  se 
legality  or  illegality  of  rights,  on  the  one  hand,  and  misuse  or  improper  use  of 
rights  on  the  other.  I  quote  further : 

"A  patent  owner  should  not  be  denied  relief  against  infringers  because  he 
either  refused  to  grant  a  license  or  because  he  has  exercised,  transferred  or 
licensed  any  of  the  conferred  patent  rights  himself.  This  should  not  include 
immunity  of  even  these  conferred  patent  rights  from  the  antitrust  laws  when  the 
patent  owner  becomes  involved  in  a  conspiracy  to  restrain  or  monopolize  com- 
merce, or  when  the  patent  is  itself  used  as  an  instrument  for  unreasonably 
restraining  trade." 

It  is  timely,  therefore,  to  up-date  the  area  between  the  antitrust  laws  and  the 
patent  laws  to  stabilize  the  present  law  in  the  area  of  the  licensing  of  patent 
rights  by  legislation. 

I  am  aware  that  certain  people  state  that  Senator  Scott's  amendments  would 
actually  work  to  the  detriment  of  the  public  in  general.  In  my  view  these  critics- 
fail  to  appreciate  the  dynamics  of  the  patent  system  and  instead  tend  to  analyze 
the  patent  system  on  a  ca.se-by-case  basis  or  a  static  basis.  Their  utterances  will 
not  stand  up  to  reasoned  scrutiny  which  takes  into  account  the  workings  and 
results  of  the  patent  incentive  system  in  the  economy.  The  primary  point  is  that 
the  patented  invention  is  "new"  and  has  not  heretofore  existed !  Thus,  if  one  were 
to  examine  the  role  of  invention  and  innovation  over  an  extended  period  of  time 
it  should  be  apparent  that  inventions  have  been  the  major  contributor  to 
increased  productivity  and  the  bringing  forth  of  greater  skills  and  new  and 
improved  products  in  the  United  States  over  the  years.  I  believe  that  one  of  the 
major  reasons  for  the  decline  of  U.S.  productivity  and  competitiveness  interna- 
tionally can  be  traced  directly  to  certain  Court  decisions  and  the  activities  of 
the  Anti-Trust  Division  of  the  Justice  Department  with  respect  to  patents.  Our 
great  people  and  their  industries  need  added  incentives  to  effectively  compete  in 
world  markets  and  even  here  at  home  to  continue  the  present  standards  of  life 
here  at  home  in  face  of  cheap  imports. 

The  primary  incentive  for  the  investment  of  time,  effort  and  money  in  inven- 
tion and  innovation  can  be  atrributed  to  the  patent  incentive  system  which 
provides  the  necessary  protection  retiuired  to  justify  invention  and  innovation  in 
this  country.  Without  an  incentive  for  invention  and  innovation  such  as  aflorded 
by  the  patent  system,  there  would  certainly  be  less  invention  and  innovation,  to 
the  detriment  of  the  public  in  general.  Thus,  in  my  judgement,  legislation  now 
with  regard  to  the  licensing  of  patent  rights  as  these  have  been  outlined  briefly 
herein  is  extremely  important  for  the  benefit  of  the  public  in  general  and 
therefore  our  country.  We  must  maintain,  indeed  increase,  if  possible,  the 
incentives  provided  by  the  patent  incentive  system  to  provide  invention  and. 
innovation.  We  must  create  the  needed,  necessary  certainty  in  the  business  of 
licensing  of  patent  rights. 

I  believe  tliat  the  majority  of  the  opponents  of  legislation  here  under  consider- 
ation are  persons  who  have  had  little  real  experience  with  the  process  or  system 
of  incentives  for  invention  and  innovation.  In  otlier  words  they  are  not  inventors 
who  have  made  inventions,  investors  who  have  taken  the  risk  of  investing 
cajiital  in  R  &  T)  and  made  or  attempted  the  not  always  successful  effort 
involved  in  the  making  and  the  bringing  of  an  invention  to  the  commercial  stage, 
or  businessmen  or  attorneys  who  have  actually  negotiated  licensing  agreements- 
between  arms-length  buyers  and  sellers. 
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It  is  important  to  recognize  that  the  proposed  legislation  in  essence  seeks  to 
simply  state  that  certain  licensing  practices  shall  not  be  considered  to  be  per  se 
violations  of  the  antitrust  laws  provided  that  they  are  carried  out  on  a  reasona- 
ble basis.  In  my  opinion,  none  of  the  practices  stated  in  Senator  Scott's  amend- 
ments can  be  considered  to  be  per  se  unreasonable.  Further,  to  my  knowledge, 
none  of  the  licensing  practices  covered  by  Senator  Scott's  amendments  are 
considered  to  be  illegal  per  se  under  present  law. 

In  summary,  therefore,  there  is  need  for  clarifying  legislation.  The  President's 
Commission  has  recommended  legislatiim  to  reasonably  maintain  incentive  to 
invention  by  maintaining  the  rights  which  an  inventor  has  and  whicli  are 
secured  by  our  patent  laws.  The  Congress  and  only  Congress  has  the  plenary 
power  and  prerogative  to  legislate  to  preserve  the  incentives. 

I  know  that  Senator  Scott  has  welcomed  changes  to  improve  his  language.  I 
know  there  are  exiierts  working  now  who  will  be  glad  to  make  their  work 
product  available  to  you. 

I  would  suggest  that  the  legislative  history  of  any  bill  state  the  intent  to 
clarify  the  law  as  I  have  discussed  it. 

I  respectfully  urge  Congress  to  do  so  ! 

I  respectfully  urge  that  a  vacuum  now  exists  and  that  it  needs  congressional 
filling ! 

AMENDMENT  TO  SECTION  301  OF  8.  646 

The  objective  of  Amendment  No.  23  also  introtluced  by  Senator  Scott,  as  an 
amendment  to  S.  643  is,  in  my  judgment,  most  important  with  regard  to 
invention  and  innovation.  Billions  of  dollars  are  spent  each  year  for  research  and 
development  which  results  in  the  development  of  valuable  trade-secrets  and 
technical  know-how.  Trade-secrets  and  know-how  are  in  the  nature  of  intangilde 
property  derived  from  intellectual  eflort  and  are  presently,  as  they  have  been 
historically,  afforded  protection,  as  any  other  property,  under  the  law  of  con- 
tracts, torts  and  the  like.  Unless  protection  of  such  intangible  and  intellectual 
property  can  be  continued,  so  that  it  will  be  adequately  protected  there  will  l)e 
obviously  a  substantially  reduced  incentive  to  spend  the  enm-mous  amounts  of 
money,  time  and  effort  which  are  required  for  the  development  of  such  property. 
Thus,  legislation  having  the  effect  of  the  amendment  proposed  l>y  Senator  Scott 
is  extremely  important  to  provide  the  legislative  assurance  that  the  forms  of 
valuable  property  here  involved,  will  be  afforded  proper  protection. 

SECTION  6  OF  s.  646 

The  Clean-Air  Amendments  Act  of  1970  provided  for  a  form  of  mandatory 
licensing  of  patents  in  the  subject  field  under  certain  circumstances.  I  speak  in 
support  of  Section  6  of  S.  643  which  would  delete  the  mandatory  licensing 
provisions  of  the  Clean- Air  Amendments  Act  of  1970.  In  my  judgment,  the  patent 
system  has  demonstrated  over  the  years  its  ability  to  bring  forth  the  inventions 
needed  to  meet  the  various  National  needs.  I  think  that  the  important  field  of 
environmental  protection  will  be  no  exception,  so  long  as  there  remains  the 
incentive  under  the  patent  system  to  bring  forth  the  inventions  and  innovations 
required.  The  patent  .system  creates  an  environment  of  competition  with  respect 
to  invention  and  innovation.  Thus,  each  competitor  in  the  field  has  the  incentive 
to  bring  forth  new  inventions  and  innovations  to  maintain  or  improve  his 
competitive  position.  On  the  other  hand  under  a  mandatory  licensing  program 
there  is  a  lesser  incentive  for  competitors  to  compete  in  invention  and  innova- 
tion. Thus,  each  competitor  knows  that  if  he  expends  the  net-essary  resources  for 
invention  and  innovati<m  he  may  well  be  reiiuired  to  licen.se  them  to  his 
competitors.  And  further,  in  the  case  of  inventions  or  innovations  made  by  any 
of  his  competitors,  he  may  well  be  able  to  simply  sit  back  and  sub.sequently 
ai)ply  for  a  mandatory  license.  Thus,  the  incentive  to  compete  on  invention  and 
innovation  is  .substantially  reduced  in  at  least  two  significant  ways. 

Presently  many  organizations  and  individuals  who  may  not  come  within  the 
anti-pollution  re(piirements  of  the  Clean-Air  Act  are  the  ones  who  have  the  skill 
and  background  to  produce  inventions  which  will  be  needed.  The  innovator  who 
is  not  luider  a  requirement  of  the  Clean-Air  Act  need  not  invent  or  .st-ek  a 
patent.  He  should  know  that  he  can  recoup  as  by  licensing,  even  as  discussed  in 
connection  with  the  Scott  Amendments  earlier,  that  he  can  invent  to  iiroduce 
cleaner  air,  can  get  a  patent  and  can  recoup  his  costs  and  a  real  incentive-creat- 
ing profit. 
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I  believe  that  the  proposed  Section  6  of  S.  643  adequately  protects  the  ptiblic. 
There  are  certain  people  who  always  expect  the  worst  to  happen  in  theoretical 
situations,  but  I  believe  history  has  demonstrated  that  these  situations  do  not 
develop  in  fact.  In  any  event,  if  such  a  situation  should  develop,  the  Congres- 
sional intent  in  Section  6  is  clear  and  the  Congress  would  take  any  corrective 
action  that  might  be  necessary. 

s.  1255 

S.  1255  relates  to  certain  changes  in  fees  for  patents  and  trademarks  and  to 
the  funding  of  Patent  Office  operations.  I  will  confine  my  remarks  on  fees  to 
those  which  relate  to  patents. 

As  the  .sub-committee  may  recall,  I  testified  before  this  sub-committee  several 
years  ago  with  respect  to  changes  in  patent  office  fees  prior  to  the  enactment  of 
the  most  recent  patent  fee  bill  in  1965.  Since  that  time  I  have  done  a  considera- 
ble amount  of  study  and  analysis  on  the  subject,  both  while  I  was  Commissioner 
of  Patents,  as  well  as  since  that  time  when  I  have  once  again  become  engaged  in 
the  practice  of  patent  law.  The  comments  I  whish  to  present  are  based  primarily 
on  a  study  in  depth  of  the  subject  carried  out  imder  my  direction  while  I  was 
Commissioner  of  Patents.  The  reason  why  I  directed  that  such  a  study  be  made 
was  that  I  was  very  much  concerned  about  the  general  manner  in  which  the  sub- 
ject was  discussed  in  testimony  before  this  sub-committee  at  the  time  of  the 
hearings  on  the  previous  fee  bill  in  19G4-1965.  It  seemed  to  me  that  there  was 
one  philosophy  that  the  Patent  Oflice  should  be  100%  self-sustaining.  Then  there 
was  a  second  philosophy  that  the  entire  cost  of  the  Patent  Office  should  be  paid 
for  out  of  the  general  treasury.  And  then,  there  was  a  third  philosophy  that  the 
level  of  recovery  should  be  somewhere  in  between  0  and  100%.  It  will  be 
recalled  that  it  was  finally  concluded  that  a  level  of  recovery  of  about  75%  was 
considered  to  be  an  appropriate  level.  However,  all  of  this  discussion  seems  to 
me  to  involve  a  rather  superficial  analysis  of  the  various  factors  involved  which 
should  be  important  in  determining  what  level  of  recovery  would  be  appropri- 
ate. 

In  my  judgment,  the  patent  operations  of  the  United  States  Patent  Office  can 
be  divided  into  three  general  categories  with  respect  to  the  matter  of  financing. 
The  first  general  category  might  be  termed  "User  Services",  the  cost  of  which 
should  be  covered  100%  through  administratively  established  user  charges  or 
fees.  The  second  general  category  might  be  termed  "Public  Services",  the  cost 
of  which  should  be  covered  100%  from  public  funds.  The  third  general  category 
might  be  termed  "User-Public  Services",  the  cost  of  which  should  be  covered 
50%  from  user  charges  and  50%  from  public  funds. 

First.  I  would  like  to  discuss  the  category  of  "User  Services".  In  this  category 
I  include  such  Patent  Office  services  as  those  that  relate  to  the  filing  and 
clerical  processing  of  patent  applications,  supplying  copies  of  patents  and  certi- 
fied copies  of  patent  applications  and  patents,  drawings,  assignments,  as  well  as 
such  other  closely  related  operations,  as,  for  example,  the  Patent  Office  mail 
room.  Altogether,  I  would  estimate  that  the  costs  of  si:ch  operations  are  cur- 
rently in  the  range  of  about  eight  to  ten  million  dollars  per  year.  Under  the 
funding  arrangement  I  propose,  the  charges  for  these  various  services,  including 
for  example,  the  charge  for  patent  copies  as  well  as  filing  fees,  would  be 
established  administratively  by  the  Commissioner  of  Patents  to  provide  a  match- 
ing income  in  the  x-ange  of  about  eight  to  ten  million  dollars  a  year  for  these 
services.  Under  such  a  financing  arrangement  the  fees  for  most  services  could 
actually  be  reduced.  More  particularly,  I  believe  that  the  filing  fee  for  patent 
applications  could  be  reduced  from  its  present  level,  the  cost  of  patent  copies 
could  be  reduced  to  say  25  cents,  the  fee  for  recording  an  assignment  could  be 
reduced  to  say  $10.00,  etc.  With  respect  to  filing  fees,  I  am  in  favor  of  providing 
a  graduated  filing  fee  which  would  include  a  base  fee  of  say  $5(100  plus 
additional  fees  for  independent  claims  in  excess  of  one,  say  in  the  amount  of 
$10.00  and  additional  fees  for  total  claims  in  excess  of  ten.  say  $2.00. 

A  number  of  years  ago  while  I  was  Commissioner  of  Patents  we  introduced  a 
program  which  we  termed  the  "Defensive  Piiblication  Program".  It  was  our  hope 
that  perhaps  5,000  to  10,000  of  the  applications  filed  each  year  would  proceed 
under  the  "Defensive  Publication  Program".  Unfortunately,  the  results  fell  far 
below  this  goal  amounting  in  fact  to  only  a  hundred  or  so  applications  each 
year.  In  view  of  the  fact  that  the  Patent  Office  is  now  faced  with  an  ever 
increasing  number  of  patent  applications  filed  each  year,  I  would  strongly 
recommend  including  in  any  patent  fee  revision  bill  increased  incentives  for 
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applicants  to  elect  the  "Defensive  rublication  Program".  More  particularly,  I 
would  suggest  that  the  tiling  fee  for  patent  applications  which  enter  the  ''De- 
fensive Publication  Program"  be  set  at  $25.00.  Furthermore,  I  would  recommend 
amendments  to  ."5  T'SC  102  which  would  provide  defensive  publications  with 
defensive  rights  equivalent  to  U.S.  patents.  I  would  al.so  suggest  that  the 
law  provide  that  the  applicant  could  elect  to  proceed  to  have  his  patent  ap- 
plication examined  at  any  time  within  say  2V^  years  of  filing,  by  simply 
paying  the  balance  of  the  filing  fee  due,  without  the  necessity  of  refiling 
his  application  for  examination.  Additional  incentives  might  be  suggested 
by  others  and  considered  by  this  sub-committee.  I  believe  that  the  results 
to  date  under  the  Patent  Office's  "Defensive  Publication  Program"  indicate  that 
essentially  all  patent  applicants  who  elect  the  "Defen.sive  Publication"  route, 
abandon  these  applications  without  the  need  to  have  these  applications  searched 
and  examined  by  the  presently  overburdened  Patent  Office  examining  cor]'. 

In  accordance  with  my  arrangement  for  Patent  Office  funding,  I  would 
strongly  recommend  that  the  Congress  authorize  the  establishment  of  a  revolv- 
ing or  trust  fund  for  Patent  Office  operations  which  would  be  placed  under  the 
"User  Services"  category.  In  my  mind,  it  is  extremely  important  to  provide  the 
Patent  Office  with  the  financial  and  operating  capability  it  needs  to  provide 
first-class  service  to  the  public  in  this  user  .service  category.  This  particular  type 
of  operation  was  strongly  recommended  by  the  President's  Commission  of  the 
Patent  System  in  their  report  to  the  President  in  1966.  While  I  was  Commis- 
sioner of  Patents.  I  always  felt  that  it  was  extremely  unfortunate  that  the 
Patent  Office  din  not  have  a  revolving  or  trust  fund  so  that  it  could  provide  fast, 
accurate  and  efficient  services  which  the  public  would  be  more  than  willing  to 
pay  the  costs  involved.  Many  of  the  problems  that  the  Patent  Office  is  experienc- 
ing today  can  be  directly  attributed  to  an  inadequate  financing  arrangement  in 
these  important  serA-ice  areas.  If  the  goal  is  to  improve  the  operation  of  the  U.S. 
patent  system  by  having  the  Patent  Office  provide  the  service  the  public  must 
have  and  desires  in  connection  with  the  operations  of  that  system  and  to  which 
it  is  now  entitled.  I  strongly  recommend  the  authorization  of  a  revolving  fund 
for  the  Patent  Office.  On  the  other  hand,  if  such  a  revolving  fund  is  not  provided 
for  the  Patent  Office.  I  would  strongly  recommend  that  the  Patent  Office  turn 
over  to  ouside  contractors  under  a  suitable  contractual  arrangement  the  right  at 
their  expense  to  perform  a  variety  of  services  now  performed  by  the  Patent 
Office  which  are  not  absolutely  required  to  be  performed  by  the  Government.  I 
suggest  this  only  as  a  second  alternative,  but  I  suggest  it  very  strongly  and 
sincerely  in  order  to  create  a  financial  and  operating  arrangement  in  which 
adequate  services  can  be  provided  efficiently  and  effectively  to  the  public. 

In  accordance  with  my  proposed  arrangement  for  Patent  Office  financing,  the 
second  category  of  "Public  Services"  would  be  funded  entirely  from  public 
funds  appropriated  by  the  Congress.  In  this  category  I  would  include  the  basic 
printing  costs  for  patents  as  well  as  the  operation  of  the  Patent  Office  Search 
Center  which  includes  the  Public  Search  Room  and  the  Scientific  Library.  In  the 
ease  of  patent  printing.  I  would  include  the  basic  charges  of  the  Government 
Printing  Office  and  any  outside  contractor  engaged  in  similar  services,  as  well 
as  the  Office  of  Patent  Publications  of  the  Patent  Office  which  prepares  the 
patent  applications  for  printing.  I  would  roughly  estimate  that  the  total  costs  of 
these  "Public  Services"  would  be  in  the  range  of  about  eight  to  ten  million 
dollars  per  year. 

The  reason  I  propo.se  100%  funding  of  the  "Public  Service"  operations  by 
appropriate  funds  is  as  follows.  The  printing  of  patents  is  carried  out  entirely 
for  the  benefit  of  the  public  and  not  to  any  degree  for  the  fenefit  of  patent 
applicants  or  patentees.  For  example,  the  basic  jn-inting  of  U.S.  patents  is 
necessary  to  provide  the  copies  of  patents  which  are  placed  in  the  Patent  Office 
Search  Center  and  are  distriliuted  to  approximately  twenty-two  puldic  libraries 
throughout  the  United  States.  Additional  copies  of  U.S.  patents  are  provided  to 
various  foreign  coimtries  in  exchange  for  copies  of  their  patent  publications 
which  are  made  .ivailable  to  the  public  in  the  Patent  Office  Search  Center  and 
several  pul)lic  libraries  in  the  United  Sti'tes.  The  Patent  Office  Sea.rcb  Center  is 
an  operation  of  the  type  carried  out  by  most  public  libraries,  at  least  with 
respect  to  its  collection  of  intents  and  non-patent  s<-ientific  and  tcebnica!  imbli- 
cations.  Generally  speaking,  public  libraries  are  supported  by  public  funds  and 
I  see  no  reason  why  the  Patent  Office  Search  Center  should  hot  be  treated  in  the 
same  manner. 
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In  accordance  with  my  proposal  with  regard  to  Patent  Office  nnanoing,  the 
third  category,  namely,  "User-Public  Services"  relates  primarily  to  the  examina- 
tion of  patent  applications.  The  benefits  derived  from  the  examination  of  patent 
applications  can  be  allocated  about  one-half  to  patent  applicants  and  about 
one-half  to  the  public  in  general  on  the  basis  that  it  is  probably  equally 
beneficial  to  both  interests  to  know  the  scope  of  patent  coverage  at  the  time  the 
patent  is  granted.  For  example,  it  should  be  noted  that  certain  patent  systems  of 
the  world  operate  without  any  examination.  In  this  connection,  I  would  mention 
that  the  French  patent  system  operated  for  many  years  without  an  examination 
although  patents  were  still  granted  to  applicants  under  the  system.  However, 
several  years  ago  the  French  Government  concluded  that  examination  was  in  the 
public  interest  and  an  examination  system  has  recently  been  established  in 
France. 

Roughly,  I  would  estimate  that  the  costs  of  examining  patent  applications, 
based  <>n  the  proposed  1972  budget  of  the  Patent  Office,  are  in  the  range  of  about 
34  to  38  million  dollars  per  year.  Thus,  in  accordance  with  my  concepts,  fees 
paid  by  patent  applicants  and  patentees  for  examination  should  liring  in.  in  the 
range  of  about  17  to  19  million  dollars  per  year.  In  order  to  raise  this  amount 
of  money  through  patent  fees,  I  would  strongly  recommend  the  early  institution 
of  deferred  patent  fees  in  the  United  States.  Thus,  for  example,  under  a  system 
of  deferred  fees  in  the  United  States  there  could  be  perhaps  a  flat  $100.00  issue 
fee  payable  within  three  months  after  the  Notice  of  Allowance  was  forwarded 
to  the  applicant.  Thereafter  at  periods  of  say  5,  10  and  15  years,  after  the 
earliest  U.S.  filing  date  claimed  by  the  applicant,  deferred  fees  in  the  range  of 
about  .$1.")0,  $200  and  $250  might  be  payable.  In  the  case  of  patents  of  indepen- 
dent inventors  who  had  not  realized  any  income  from  their  patents  at  either  the 
five  year  or  the  ten  year  point,  such  fees  could  be  waived  upon  providing  the 
Patent  Ofl5ce  with  an  affidavit  stating  that  no  income  had  been  realized  by  the 
inventor.  By  patents  of  independent  inventors  I  am  referring  to  those  patents 
which  are  unassigned.  The  sub-committee  may  recall  that  similar  proposals 
were  presented  with  regard  to  maintenance  fees  at  the  time  of  the  hearings  on 
the  previous  patent  fee  bill  in  1904-65.  In  accordance  with  my  proposal  the  issue 
fee  would  not  only  not  be  increased  by  it  in  fact  would  be  reduced  as  compared 
with  the  present  fee  schedule. 

Incidentally,  I  strongly  support  the  concept  of  having  a  flat  issue  fee  regard- 
less of  what  that  fee  might  be.  Although,  the  present  fee  structure  for  issue  fees 
which  is  variable  with  respect  to  the  number  of  pages  of  specification  and 
drawings,  has  certain  advantages  in  concept,  it  has  proven  to  be  difficult  and 
complicated  to  administer  in  practice  for  both  patent  applicants  and  the  Patent 
Office,  and  should  be  dropped. 

In  accordance  with  my  overall  proposal  for  financing  Patent  Office  operations, 
the  Patent  Office  would  then  generally  recover  fees  approximating  50%  of  the 
cost  of  the  operation  of  the  Patent  Office.  Consistent  with  this  approach,  para- 
graph E  of  Section  II  of  S.  1255  should  then  be  revised  to  change  65%  to  50%. 

Finally,  with  respect  to  S.  1255  I  support  the  concept  of  providing  a  uniform 
term  for  design  patents. 

Senator  Buedick.  I  do  not  believe  we  have  any  questions.  Thank 
you  very  much. 

The  committee  will  be  in  recess  until  10  o'clock  tomorrow  mornins:. 

(Thereupon,  at  3 :30  p.m.,  the  hearing  recessed,  to  reconvene  tomor- 
row. May  12, 1971,  at  10  a.m.) 
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WEDNESDAY,   MAY    12,    1971 

U.S.  Senate, 
Subcommittee  ox  Patents,  Trademarks,  and  Copyrights 

Committee  on  the  Judiciary, 

Washington.  D.C. 

The  subcommittee  met.  pursuant  to  notice,  at  10:0.5  a.m.,  in  room 
3302,  New  Senate  Office  Buildinir.  Senator  John  L.  ]McClellan  (chair- 
man of  the  subcommittee) ,  presiding. 

Present :  Senators  McClellan  (presidino-)  and  Burdick. 

Also  present :  Thomas  C.  Brennan,  chief  counsel  and  Edd  N.  "Wil- 
liams, Jr..  assistant  counsel. 

Senator  ^IcClellax.  The  committee  will  come  to  order.  Our  first 
witness  this  morning  is  Mr.  Alan  "Ward,  Director  of  the  Bureau  of 
Competition,  Federal  Trade  Commission. 

]Mr.  Brennan.  Mr.  "Ward  has  a  prepared  statement  which  lie  wishes 
to  file  for  the  record  and  will  summarize  his  testimony. 

Senator  McClellan.  All  right.  Mr,  "Ward,  your  statement  will  be 
printed  in  full  in  the  record  and  you  may  summarize  it  if  you  like. 
Let's  see  how  many  witnesses  we  have  this  morning. 

Do  you  have  an  associate  with  you  ?  You  may  identify  him  for  the 
record. 

STATEMENT  OF  ALAN  WARD,  DIRECTOR,  BUREAU  OE  COMPETI- 
TION, FEDERAL  TRADE  COMMISSION,  ACCOMPANIED  BY  ALAN 
RANSOM 

]Mr.  Ward.  Thank  you. 

My  associate  is  Alan  Ransom,  Trial  Attorney  in  the  Bureau  of 
Competition.  Federal  Trade  Commission. 

I  appreciate  the  opportunity  to  appear  before  the  Committee  this 
morning  and  present  the  Federal  Trade  Commission's  views  on 
amendments  23  and  24  to  S.  643. 

I  have  a  prepared  statement  which  I  am  not  going  to  read  at  this 
time,  I  am  just  going  to  summarize  some  of  the  more  important 
points. 

The  basic  position  of  the  Commission  is  opposition  to  the  proposed 
amendments.  The  Federal  Trade  Commission,  as  you  know,  has  a 
considerable  interest  in  this  sort  of  proposal.  "We  share  with  the 
Justice  Department  the  responsibility  for  enforcement  of  the  anti- 
trust laws.  In  addition,  the  Commission  has  a  broad  mandate  to 
prevent  unfair  commercial  practices  which  restrict  competition  or 
injure  consumers. 
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Like  the  Justice  Department,  the  Commission  has  a  background  of 
experience  with  patent  antitrust  laws.  Our  investigations  and  cases 
have  frequentlj'^  dealt  with  patent  licensing  and  enforcement  and 
Commission  decisions  have  on  occasions  involved  the  accommodation 
of  patent  and  antitrust  laws. 

We  oppose  the  proposed  amendments  or  similar  legislation  because 
we  believe  such  proposals  are  contrary  to  the  public  interest.  Taken 
as  a  whole,  we  believe  the  proposals  will  encourage  unnecessarily 
broad  anticompetitive  arrangements  and  will  tend  inevitably  to 
higher  consumer  prices. 

The  arguments  for  legislation  do  not  show  any  real  need  to  accept 
such  consequences  to  encourage  invention.  The  general  state  of  our 
technology  indicates  the  contrary. 

We  understand  that  the  proposals  are  basically  supported  on  the 
argument  that  there  is  a  direct  causal  relation  between  the  magnitude 
of  the  revenue  captured  by  the  patent  holder  and  the  quantity  and 
quality  of  invention.  Freedom  for  the  patentee  to  enter  into  restric- 
tive arrangements,  according  to  this  argument,  will  increase  his  reve- 
nue and  spur  inventive  efforts.  ISIany  students  of  the  patent  system 
believe,  however,  as  Commission  Jones  of  the  Federal  Trade  Commis- 
sion noted  in  a  recent  speech,  that  there  is  very  little  evidence  that 
increasing  rewards  to  patentees  beyond  the  considerable  rewards  al- 
ready received,  would  add  significantly  to  our  technological  progress. 

What  does  seem  clear,  however,  is  that  any  significant  modifications 
of  the  current  antitrust  restrictions  on  the  use  of  patents  to  monopo- 
lize industrial  markets  would  impose  a  staggering  cost  on  the  con- 
suming public. 

The  Federal  Trade  Commission  views  the  law  as  evolving  in  the 
highly  desirable  direction  of  recognizing  the  rights  which  holders  of 
patents  have  to  fully  exploit  their  patent  grants  but  preventing  mis- 
use or  extensions  of  the  patent  grants  to  destroj'  competition  or  to 
monopolize.  Any  interruption  with  this  basically  satisfactory  evolu- 
tion of  the  law  we  regard  as  a  mistake. 

I  understand  that  the  position  taken  by  the  proponents  of  the 
legislation  is  that  it  will  not  overrule  the  long  line  of  antitrust  cases 
which  have  dealt  with  patent  antitrust  problems  but  will  merely 
codify  what  is  the  present  state  of  the  law. 

I  think  the  difficulty  with  accepting  that  approach  to  this  legisla- 
tion, and  the  reason  why  the  Commission's  opposition  to  the  proposal 
is  not  based  on  draftmanship,  is  that  the  proposed  language  would 
make  certain  restrictions  lawful.  For  commercialh"  complex  patent 
relationships,  which  have  a  direct  and  important  bearing  on  vital 
private  and  public  interests,  specifying  what  is  and  shall  remain  law- 
ful under  all  circumstances  is  a  very  difficult  task.  In  our  view  there 
is  no  reason  for  Congress  to  try  to  do  this  for  patent  licensing. 

The  primaiy  proposals  deal  with  the  rule  of  reason.  Our  comments 
on  what  we  believe  the  current  status  of  the  law  of  rule  of  reason  is 
adequately  covered  in  our  written  statement.  All  I  would  add  to  this 
is  that  when  there  is  in  fact  a  broad  range  of  alternatives  open  to  a 
patentee  who  is  going  to  be  licensing  his  patent,  how  he  licenses  the 
patent  will  necessarily  be  measured  against  an  objective  standard  of 
reasonableness  under  the  current  law  and  not  against  the  patentee's 
subjective  view,  and  it  must  obviously  include  matters  other  than  the 
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profitability  of  the  arrangement  to  tlie  patentee  or  some  elements  of 
what  he  retrards  as  the  pressures  that  make  him  enter  into  a  certain 
arrangement. 

Our  position  is  not  that  per  se  illegality  should  1)0  expanded.  We 
believe  that  the  rule  of  reason  applies  in  the  patent  field  and  we  urge 
the  committee  to  consider  that  test  as  an  objective  test.  Any  phrasing 
of  that  test  should  not  ignore  the  competitive  impact  of  the  alterna- 
tives that  are  open  to  the  patentee. 

I  believe  there  is  not  much  serious  argument  that  patent-based 
price  fixinjr  or  market  division  will  receive  congressional  or  judicial 
blessing.  The  uncertain  impact  of  these  amendments  will  make  it 
inevitable,  however,  that  the  broadest  construction  of  the  provisions 
will  be  urged  and  that  there  will  be  more,  not  less,  uncertainty  in 
establishijig  valid  patent  licensing  systems. 

With  respect  to  field-of-use  licensing,  it  is  very  difficult  to  see  how 
provisions  of  this  sort  will  increase  the  certainty  of  what  can  be  done 
in  licensing  part  but  not  all  of  a  patent  grant.  At  present  the  law 
makes  it  clear  that  there  are  no  per  se  prohibitions  on  field-of-use 
liceiising.  I  think  that  is  generally  conceded  by  those  who  propose  the 
legislation  ns  well  as  those  who  are  opposed  to  it.  There  may  be  good 
reasons  for  field-of-use  licensing,  and  so  far  as  I  am  aware  there  is  no 
broad  general  opposition  to  that  type  of  licensing  practice. 

Tt  is  also  true,  however,  that  through  the  years  the  experience  of 
the  courts  suggests  that  this  type  of  licensing  has  in  fact  been  used  to 
extend  the  patent  monopoly  beyond  the  scope  of  its  intended  grant 
and  to  permit  restrictions  on  coinpetitive  opportunities  in  industrial 
fields.  The  court  litigation  has  developed  standards  for  determining 
those  disagreements  which  are  in  accord,  I  think,  with  both  the 
patent  and  antitrust  laws. 

The  royalty  proposals  in  our  view  would  introduce  considerable 
uncertainty  in  a  field  where  certainty  is  of  great  value  not  only  to 
the  patentees  but  to  the  licensees  and  to  the  consuming  public. 

The  difficulty  with  the  several  proposals  that  are  contained  in  the 
amendment  24  is  that  their  interpretation  seems  to  run  counter — I 
think  that  this  is  obvious  fi-om  any  review  of  the  proposal— their 
interpretation  seems  to  run  counter  to  a  great  many  decided  antitrust 
cases.  If  that  is  the  interprcitation  that  can  be  put  on  these  amend- 
ments, and  if  that  is  in  fact  not  the  intent  of  the  proponents  of  the 
legislation,  it  seems  that  the  net  efi'ect  of  the  legislation  will  be  to 
engender  uncertainty  in  an  area  where  tliere  will  always  be  enough 
uncertainty. 

Senator  McCr.Er.LAX.  In  other  words,  what  you  are  saying  is  if  that 
is  not  the  intent  of  them,  then  they  are  not  needed? 

Mr.  Ward.  That  is  i-ight. 

Senator  McClkllax.  I  am  not  taking  sides  at  the  moment.  It  seems 
that  was  the  thrust  of  your  statement. 

Mr.  Ward.  I  think  that  certainly  the  statements  that  have  been 
introduced  that  1  am  aware  of  su^jgest  that  there  is  no  intent  to 
overrule  the  antitrust  cases  on  coercive  package  licensing  or  extend- 
ing tlie  term  of  the  monopoly  grant  beyond  the  period  that  the 
statute  provides,  and  yet  tluM-p  ai'o  provisions,  as  our  written  state- 
ment makes  clear,  that  are  open  to  that  interpretation. 

It  is  the  nature  of  litigation  that  the  broadest  possible  construction 


302 

of  legislation  will  bo  iiri>ed  and  such  interpretations  will  be  nrged  on 
the  court  regardless  of  the  statements  that  have  now  been  introduced 
in  support  of  the  legislation.  The  broadest  construction  of  the  amend- 
ments will  be  urged  if  they  are  passed,  and  there  will  be  a  period  of 
time  before  the  principles  of  the  old  cases  are  reaffirmed  when  there 
will  be  great  uncertainty  as  to  what  is  in  fact  a  lawful  licensing 
arrangement. 

The  one  case  that  I  would  comment  specifically  on  in  connection 
with  the  royalty  proAdsions  is  the  Shrimp  Peelers  case,  which  is  not  a 
Supreme  Court  case.  There  is  a  suggestion  in  the  proponents'  material 
that  the  Shrim-p  Peelers  case  should  be  overrulecl  on  the  ground  that 
it  would  require  uniform  royalties.  This  is  a  Trade  Commission  case. 
It  dealt  with  discriminatory  royalties  which  were  imposed  by  the 
patentee  who  was  a  Gulf  Coast  shrimp  canner  that  discriminated 
against  shrimp  canners  on  the  west  coast  and  had  the  effect  of  de- 
stroying or  severely  injuring  the  west  coast  canner's  business.  Under 
those  conditions  and  on  the  basis  of  a  rejection  of  the  justifications 
that  were  offei-ed  for  those  discriminatory  royalty  provisions,  the 
Commission  held  that  the  discrimination  was  unlawful.  But  there  was 
nothing  in  the  Commission's  opinion  and  nothing  in  the  opinion  of 
the  courts,  the  reviewing  court  of  the  Commission  decision  or  the 
treble  damage  court  on  the  west  coast,  that  implies  or  holds  that 
uniform  royalties  are  required. 

So  far  as  I  know  there  is  no  statement  by  any  enforcement  agency 
which  urges  that  all  royalties  should  be  uniform,  and  in  the  face  of 
that  I  fail  to  see  that  legislative  correction  of  the  Shi-^mp  Peelers  case 
is  warranted. 

I  come  now  to  the  question  of  licensee  estoppel  and  would  like  to 
just  briefly  comment  on  the  proposition  that  the  Lear  case,  which  is 
the  central  case  in  this  controversy,  came  as  a  distinct  and  sharp 
break  with  the  past  current  of  judicial  interpretation. 

This  was  a  subject  that  was  discussed  at  a  meeting  of  the  American 
Bar  Association  meeting  in  Dallas  in  1969.  Professor  Handler,  who  is 
an  outstanding  teacher  of  antitrust  law  as  well  as  an  outstanding 
antitrust  lawyer,  made  this  comment  about  the  estoppel  concept 
which  Lear  overruled.  He  said,  "The  estoppel  concept  had  been  so 
emasculated  by  a  series  of  exceptions  that  its  explicit  obliteration 
comes  as  no  surprise  to  the  patent  and  antitrust  bars."  The  erosion 
process  began  with  a  case  decided  in  1924.  It  continued  through  cases 
that  were  decided  in  the  early  and  midforties,  and  by  the  time  Lea/r 
was  decided  the  doctrine  of  licensee  estoppel  according  to  Mr.  Justice 
Harlan  was  pretty  much  a  a  dead  letter. 

Now,  the  other  proposition  is  that  it  is  unfair  for  one  who  has  a 
benefit  to  repudiate  it  to  take  advantage  of  the  patentee,  and  I  think 
that  that  specific  principle  is  one  that  we  can  support.  But  at  the  very 
same  time  that  Mr.  Handler  made  his  remarks  on  the  Lear  decision, 
he  pointed  out  what  was  his  interpretation  of  the  effect  Lear  would 
have.  He  said  the  licensee  who  decides  to  cross  the  Rubicon,  that  is,  to 
challenge  the  validity  of  the  patent,  assumes  the  risk  if  his  claims  of 
invalidity  are  judicially  rejected,  lie  may  thereafter  be  precluded 
from  practicing  the  invention. 

That,  of  course,  is  only  one  lawyer's  interpretation  but  it  certainly 
seems  to  be  one  that  fits  within  the  principle  of  Lear  and  I  know  of 
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no  reason  why,  at  least  in  the  absence  of  any  cases  that  the  coiifts  will 
not  folloAV  that  trend,  why  Con2:rcss  sliould  enact  legislation  to  deal 
with  licensee  estoppel. 

Finally,  the  araument  is  also  made  that  the  comments  by  the  dis- 
sent in  Lear  on  the  licensinc:  of  know-how,  unpatented  know-how 
and  technology,  which  were  then  embodied  in  a  district  court  decision 
in  Painton  ajrainst  Bourn,  required  congressional  overrulinir. 

As  I  am  sure  the  committee  has  been  informed,  the  Painton  case 
has  been  overruled  by  the  Second  Circuit  Court  of  Appeals  and 
consequently  that  arcument  for  lejjislation  loses  its  support. 

In  closing,  I  would  reemphasize  the  legitimate  doubt  that  we  have 
that  the  present  state  of  patent  antitrust  law  imposes  any  significant 
hindrance  on  the  patentee's  ability  to  legitimately  exploit  patents. 
The  lack  of  factual  data  on  that  subject  underscores  the  undesirabil- 
ity  at  this  time  of  such  sweeping  legislative  proposal. 

Now.  the  factual  support  for  such  a  state  of  the  law  seems  to  me 
could  be  obtained  if  there  is  in  fact  a  reluctance  of  financial  institu- 
tions to  provide  money  for  patent  exploitation  or  if  patentees  are 
reluctant  to  license  patents  in  the  face  of  possible  challenire  to  the 
validity  of  the  patent.  If  there  is  any  real  impediment  to  invention  or 
exploitation  of  patents,  it  seems  to  me  that  those  facts  could  be 
determined. 

I  know  that  there  have  been  considerable  assertions.  I  have  had 
several  discussions  about  the  proposed  amendments  with  lawyers  of 
the  patent  bar,  and  it  seems  to  me  that  the  assertions  of  damage  to 
the  patent  system  should  be  supported. 

The  Commission  Avou.ld  urge  before  any  legislation  is  undertaken 
in  this  field  specific  information  should  be  obtained  from  inventors 
and  corporate  and  other  patent  holders  concerning  the  impact  of 
antitrust  enforcement  on  their  licensing  activities.  The  Commission 
could  participate  in  formulating  such  an  inquiry  within  the  limits 
proposed  by  budgetary  considerations  and  available  manpower. 

Thank  you. 

Senator  McClellax.  Thank  you  very  much,  Mr.  Ward. 

Mr.  Brennax.  Senator  Hart  is  necessarily  absent  because  of  the 
hearing  of  the  Commerce  Committee  on  auto  safety  and  he  asked  me 
again  to  propose  certain  questions  on  his  behalf. 

Mr.  Ward,  does  the  Federal  Trade  Commission  have  any  economic 
studies  which  indicate  the  cost  to  the  consumer  of  the  patent  systom  ? 

INIr.  Ward.  A  broad  study  of  that  sort  I  think  has  not  been  con- 
ducted. The  Commission  did  make  a  study  of  the  tetracycline  patent 
and  the  antibiotic  patent  licensing  arrangement  which  was  the  fore- 
runner of  the  Commission's  litigation  against  the  companies  that  had 
licensed  that  patent.  In  the  course  of  that  litigation,  I  think,  and  in 
the  study  itself,  I  think  the  determination  was  made  that  the  costs  of 
the  arrangements  there  were  incredibly  high  as  far  as  increasing  the 
cost  of  obtaining  tetracycline  to  the  consuming  public. 

Mr.  Brkxxax.  Senator  Hart's  next  question. 

Has  the  Federal  Trade  Commission  over  cstimntc*!  the  cost  of 
patent  misuse  to  the  consumer  ? 

Mr.  Ward.  No,  it  has  not. 

Mr.  Brexnax.  Thank  vou.  That  is  all. 
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Senator  McClellan.  Very  well.  Thank  you. 
(The  statement  referred  to  follows :) 

Testimony  of  Alan  S.  Ward,  Director, 
Bureau  of  Competition,  Federal  Trade  Commission 

Chairman  McClellan,  members  of  the  Subcommittee,  it  is  my  pleasure  to 
appear  before  you  today  as  a  representative  of  the  Federal  Trade  Commission  to 
give  the  Commission's  views  on  Amendments  23  and  24  to  S.  643,  introduced 
March  19,  1971.  We  have  carefully  considered  these  Amendments  as  well  as 
other  material  commenting  on  their  purpose  and  expected  effect  and  we  have 
given  much  thought  to  their  possible  consequences. 

The  Commission  is  of  course  vitally  concerned  with  the  effect  these  proposals 
may  have  on  the  relationship  between  the  antitrust  laws  and  patent  policy. 
Commission  cases  have  often  dealt  with  patent  problems  under  the  Federal 
Trade  Commission  Act's  congressional  command  to  preserve  a  competitive 
economy.^ 

We  believe  that  the  proposed  amendments  are  contrary  to  the  public  interest 
and  oppose  their  enactment.  We  feel  they  will  encourage — indeed  may  sanction 
— broad  anticompetitive  arrangements  which  will  tend  inevitably  to  higher 
consumer  prices.  The  encouragement  of  invention  does  not  require  the  acceptance 
of  such  consequences.^ 

The  philosophical  base  for  the  Amendments  seems  to  be  that  a  direct  relation- 
ship exists  between  inventiveness  and  monetary  return.  This,  in  turn,  leads  to 
the  notion  seemingly  embodied  in  the  amendments  that  great  patentee  freedom 
to  enter  into  restrictive  practices  and,  thus,  enlarge  his  statutory  monopoly,  will 
increase  his  revenues  and  goad  him  to  further  inventiveness.  Commissioner 
Jones  has  forcefully  pointed  out  the  fallacies  in  this  argument.^  There  is  no 
objective  proof  that  licensing  restrictions  bear  any  relationship  to  inventive- 
ness, and  no  effort  has  been  made  to  show  that  antitrust  enforcement  has 
impeded  either  invention  or  legitimate  exploitation  of  patents.  To  the  contrary, 
enforcement  efforts  involving  fhe  tetracycline  patent,  to  cite  one  specific  ex- 
ample, have  saved  consumers  millions  of  dollars  and  expedited  competitive  pat- 
ent exploitation.  Other  factual  examples  of  the  commercial  and  consumer  bene- 
fits of  antitrust  enforcement  involving  patents   could  be  cited. 

We  want  to  emphasize  that  our  opposition  to  these  amendments  is  not  based 
on  matters  of  draftmanship.  The  proposed  amendments  are  vague  and  of  uncer- 
tain application — and  thus  certain  to  breed  litigation.  Redrafting  won't  remedy 
those  defects.  These  proposals,  bear  in  mind,  are  not,  for  the  most  part,  intended 
to  overrule  specific  cases  or  established  principles  of  patent-antitrust  law.  They 
are  largely  intended  to  make  certain  licensing  restrictions  lawful.  For  commer- 
cially complex  relationships,  having  a  direct  and  important  bearing  on  vital 
private  and  public  interests,  specifying  what  is  and  shall  remain  lawful  under 
all  circumstances  is  a  task  not  lightly  to  be  undertaken.  There  is  no  good  reason 
for  Congress  to  try  to  do  this  for  patent  licensing.  A  brief  review  of  the 
proposals  will  make  this  clear. 

THE  RULE  OF  REASON 

The  main  concern  of  the  proponents  appears  to  be  not  the  present  state  of  the 
law,  but  what  miqht  become  the  law — in  particular,  that  patent  licensing 
litigation  may  develop  further  per  se  rules.  This  may  be  so — it  may  not — but 
per  se  antitrust  rules  (which  are  an  integral  part  of  the  antitrust  "rule  of 
reason")  apply  only  to  conduct  shown  to  lack  any  commercial  or  economic 
justification,  that  is,  those  that  are  completely  unreasonable  restraints.  If  facts 
warrant  a  per  se  rule,  expanded  patent  rights  should  not  exist  in  spite  of  it. 
Notably,  none  of  the  amendments  seeks  to  overturn  a  per  se  rule. 


1  Soe  p.fj.,  LnPrvrr  v.  PTC,  366  F.2d  117  (5th  Cir.  1966),  American  Cyavamid  Co.,  et 
al.,  6.3  FTC  1747  (196.3). 

-  Similar  legislation  was  flatly  opposort  by  thp  Commission  on  a  previous  occasion,  and 
no  new  faots  seem  to  justify  a  reversal  now.  See  Senate  Judiciary  Committee  Hearing, 
May   IS,    1967;    House   ,Tudiciary   Committee   He.irinjjs,    February    29.    196S. 

*  Commissioner  Mary  Gardiner  Toin's.  "The  Impact  of  tbe  Patent  and  Antitrust  Laws 
on  Consumers"  address  before  Fourth  New  England  Antitrust  Conf.  Boston  (Nov.  6, 
1970). 
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Actually,  there  is  general  agreement  among  proponents  and  opponeuts  of  tbe.se 
amentlmeuts  that  the  "rule  of  reason"  approach  of  antitrust  is  sound — that  is, 
that  particular  licensins  restrictions  should  be  judged  on  the  basis  of  a  thor- 
ough review  of  relevant  facts  to  determine  whether  or  not  the  restrictions 
"unreasonably"  restrain  competition.  But  there  is  some  dispute  about  the  stand- 
ard which  should  be  applied.  The  amendments  in  §271  (f)(2)  would  approve 
(lUKler  what  is  called  the  "GE"  rule')  any  restriction  that  "is  reasonable  under 
the  circumstances  to  secure  to  the  patent  owner  the  full  benefit  of  his  invention 
and  patent  grant." 

In  passing,  we  would  note  that  it  will  certainly  be  urged  that  the  purpose  or 
possible  effect  of  such  an  amendment  is  to  legitimize  price-fixing  and  other 
cartel  practices  long  held  unlawful.  Proponents,  of  course,  reject  this  construc- 
tion. But  these  amendments  create  the  uncertainty,  and  this  alone  is  a  most 
telling  argumeut  against  enactment  of  the  proposetl  amendments. 

The  enforcement  agency  position  which  the  proposed  amendment  was  designed 
to  counter  was  given  in  a  much  quoted  speech  by  Assistant  Attorney  General 
Mcl.iiven,  who  stated  his  view  that  the  lawfulness  of  a  particular  licensing 
provision  depended  on  whether  or  not  the  provision  in  question  was  first, 
ancillary  to  a  lawful  contract,  and  second,  imposed  no  greater  restraint  than 
necessary  to  carry  out  its  lawful  purpose.^  This  was  merely  a  restatement  of 
the  Addyston  Pipe  rule  of  "ancillary  restraints,"  a  long-established  and  well 
understood  antitrust  doctrine.  Mr.  McLaren's  statement,  which  described  how 
the  Department  determines  the  "reasonableness"  of  licensing  restrictions,  has 
generated  considerable  controversy.  The  difficulty  stems  from  the  notion  that  the 
criteria  formulated  by  Mr.  McLaren  are  imposed  in  addition  to  the  rule  of 
reason  standard,  whereas  they  are  in  actuality  a  statement  of  the  standard 
itself. 

The  key  words  are  "reasonable"  under  GE,  contrasted  with  "necessary"  in  the 
antitrust  expression.  But  where,  in  fact,  there  is  a  range  of  business  alternatives 
open  to  a  patentee  his  choice  of  a  licensing  restriction  will  be  measured  against 
an  objective  standard  of  reasonableness,  not  the  patentee's  s>d)jective  view  :  the 
law  does  not,  and  should  n.'t,  accord  patentees  greater  rights  (other  than  his 
right  of  exclusivity)  to  restrain  competition  unduly  than  it  accords  to  any  other 
property  owner. 

At  the  risk  of  reiteration,  it  is  not  our  position  that  per  sc  illegality  in  the 
patent  field  should  be  expanded.  The  "rule  of  reason"  now  applies,  we  believe, 
in  determining  the  lawfitlness  of  patent  licensing  practices.  But  it  is  and  must 
be  an  ohjactive  test,  and  even  if  phrased  in  terms  approving  restrictions  which 
are  reasonable  to  secure  to  the  patent  owner  the  full  benefit  of  his  patent  grant, 
it  can  hardly  be  contemplated  that  w-hat  is  "reasonable"  could  ever  be  resolved 
without  reference  to  the  alternatives  open  to  the  patentee.  That  reference,  just 
as  cei'tainly,  could  neither  be  limited  to  a  comparison  of  the  profitability  to  the 
patentee  of  his  various  licensing  alternatives,  nor  could  it  ignore  the  competitive 
impact  of  the  alternatives. 

There  is  not  much  serious  argument  that  patent-based  price  fixing  or  market 
division  will  ever  again  receive  a  Congressional  or  jucidial  blessing,  yet  the 
uncertain  import  of  these  amendments  make  it  inevitable  that  their  broadest 
construction  will  be  urged  in  litigation,  engendering  extensive  litigation  and 
more,  not  less,  difficulty  in  establishing  valid  licensing  systems  for  legitimate 
patent  exploitation. 

FIELD  OF  USE  PROBLElfS 

Two  specific  sections  of  the  proposed  amendments  touch  directly  on  "field  of 
use"  problems:  §2r)l(b)  (2)  and  §271(f)(l).  It  is  proponent's  aim  to  reaffirm 
General  TaJking  Pictures  Corj).  v.  Western  Electric  Co.,"  a  decision,  it  should  be 
noted,  which  subsequent  cases'  have  limited,  recognizing  the  anticompetitive 
effects  of  some  use  restrictions.  The  proposed  amendments  would  doubtless  be 


*  Vjiited  States  v.  General  Electric  Co..  272  U.S.  476   fl926). 

5  Address  by  Assistant  Attorney  General  Ricli.ird  W.  McLaren.  Patent  Licenaeg  and 
Antitnist  Considerntiona.  before  The  Pntent.  Trademark  and  Copyright  Research  Insti- 
tute of   the   Georjre   Washington   University,    June   o,    1969. 

8  30.5  U.S.  124  (19.''.S). 

''Ethyl  Gasoline  Corp.  v.  United  States,  309  U.S.  436  (1940),  for  example,  held  re- 
distribution restrictions  Illegal. 
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argued  to  legitimize  market  allocation,*  quantity  restrictions,^  or  customer 
allocation,^"  all  now  illegal.  The  possibility  of  such  a  construction  is  good 
reason  to  oppose  the  amendments. 

At  present,  we  believe,  field  of  use  restrictions  cannot  safely  be  considered  per 
86  legal,  or  accurately  described  as  per  se  illegal.  For  example,  a  patentee  may 
wish  to  divide  the  range  of  applications  of  his  patent  into  different  fields, 
possibly  subject  to  different  royalty  rates,  in  order  to  broaden  his  patent's  uses 
at  the  maximum  value  of  the  patent  in  each  of  its  applications.  Indeed,  all  of 
the  possible  applications  of  the  patent,  and  their  value,  may  not  be  known  at  the 
time  licenses  arc  initially  granted.  Thus  the  patentee  may  have  good  reason  to 
carefully  limit  licenses  to  uses  determinable  at  the  time  the  license  is  granted, 
preserving  his  ability  to  license  for  new  uses,  and  to  establish  royalty  rates 
thereon,  pending  future  information. 

As  a  general  matter,  however,  use  of  such  restrictions  to  divide  markets 
among  companies  which  would  otherwise  be  expected  to  compete  is,  without 
more,  lacking  in  justification.  This  would  seem  to  be  the  theory  of  a  series  of 
cases  recently  initiated  by  the  Antitrust  Division  concerning  the  licensing  of 
pharmaceuticals.  The  Olaxo,  Ciha,  Fisons  and  Bristol-Myers  matters"  involve 
bulk  sale  restrictions,  which  are  sometimes  described  as  field  of  use  restrictions. 
Fisons  and  one  of  the  Ciba  matters  also  involved,  respectively,  customer  alloca- 
tion by  trade  classification  and  confining  each  licensee  to  the  sale  of  the 
patented  product  in  combination  with  another,  and  different,  therapeutically 
active  ingredient.  These  licensing  restrirtious  clearly  seem  designed  to  insulate 
the  parties  thereto  from  the  sort  of  price  competition  which  might  otherwise  be 
offered  by  generic  producers  and  re-packagers. 

The  "rule  of  reason"  approach,  balancing  legitimate  objectives  and  anticom- 
petitive applications,  is  presently  being  used  to  resolve  field  of  use  questions. 
Since  a  per  se  approach  has  not,  so  far  as  I  know,  been  advocated,  it  is  diflicult 
to  determine  what  legislation  in  this  area  would  accomplish,  beyond  engendering 
additional  litigation  and  uncertainty. 

ROYALTY    PROVISIONS 

As  in  the  field  of  use  situation,  the  royalty  provisions  have  an  air  of 
unreality.  The  royalty  provisions  in  the  proposed  legislation  seem  designed  to 
thwart  developments  in  the  law  which  should  not  realistically  be  anticipated. 

Sections  271(g)(2)(B)  and  (C)  of  the  proposed  amendments  deal  with 
package  licensing,  and  arguably  would  approve  extension  of  the  patent  monop- 
oly beyond  the  present  seventeen-year  grant,  and  royalty  charges  based  on 
non-patented  items.  Here,  too,  the  proponents  seek,  by  legislation,  to  counter  a 
supposed  threat  of  the  emergence  of  per  se  doctrine.  The  threat  is  not  real.  The 
Hazeltine  case''  recognized  the  validity  of  truly  voluntary  package  licensing, 
and  dealt  with  the  standard  for  distinguishing  coercive  from  voluntary  licens- 
ing." 

Proposed  Section  271(g)(2)(A),  also  vague,  is  subject  to  an  interpretation 
running  directly  counter  to  current  law.  In  Brulotte  v.  Thys  Co}*  the  Supreme 
Court  held  a  patentee's  use  of  a  royalty  agreement  extending  beyond  the  patent's 
validity  was  illegal  per  se.  There  is  no  public  benefit  commensurate  with  the 
disadvantages  of  permitting  the  patentee's  rewards  to  extend  beyond  the 
slawful  monopoly. 

The  Rovico^^  case,  kolding  the  issue  of  whether  royalties  were  "exhorbitant" 
was  triable,  has  caused  much  concern.  This  isolated  case,  on  unusual  facts,  not 


fiThis  was  struck  down  in  Hartford-Empire  Co.  v.  U.S.,  323  U.S.  386  (1945).  See  also 
United  States  v.  National  Lead  Co.,  322  U.S.  319  (1947). 

^United  States  v.  United  Statex  Gypsum  Co.,  333  U.S.  364   (1948). 

^0  United  States  v.  Addn.ston  Pipe  rf-  Steel  Co..  S.5  Fed.  271  (6tli  Clr.  1898)  ;  United 
States  V.  Consolidated  Laundrief:.  291  F.2d  .563   (2d  Cir.  1967). 

"  United  States  v.  Glaxo  Group  Ltd.,  Civil  No.  558-68  (D.D.C.,  filed  March  4,  1968)  : 
United  State-n  v.  Ciha  Corp..  Civil  No.  791-69  (D.N..T.,  filed  .Tnly  9,  1969)  ;  United  States 
V  Ciba  Corp.  and  C.P.C.  International,  Inc.,  Civil  No.  792-69  (D.N. J.,  filed  July  9,  1969)  ; 
United  States  v.  Fisons  Ltd.,  69  C  1530  (N.D.  111.  1969)  :  United  States  v.  Bristol-Myers 
€o..  Civil  No.  822-70  (D.D.C.,  filed  March  19,  1970),  In  re  Ampecillin  Litigation,  M.D.L. 
DKE  No.  .50. 

^^  Zenith  Hadio  Corp.  v.  Hazeltine  Re.seurrh.  Ine..  395  U.S.  100  (1909). 

"See  also  liocform  Corp.  v.  Acitelli-Standnrd  Concrete  Wall.  Inc.,  367  F.2d  678  (6th 
■Cir  1966),  American  Security  Co.  v.  Shatterproof  Glass  Corp.,  268  F.2d  769  (3rd  Cir. 
1958).  cert,  den.,  361   U.S.  902   (1959). 

"379  U.S.  29  (1964). 

'is  American  Photocopy  Equip.  Co.  v.  Rovico,  Inc.,  359  F.2d  745  (7th  Cir.  1966). 
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the  least  of  which  was  that  royalties  were  being  paid  on  unpatented  items, 
hardly  requires  legislative  overruling.  It  is  unwise  to  base  pennaneut  patent 
policy  on  the  overruling  of  one  lower  court  case  distinguishable  on  its  facts. 

This  same  section  also  is  directed  at  royalty  rate  discrimination,  and  the 
proponents  of  the  amendments  recommend,  we  believe,  overturning  the  "shrimp 
peeler"  cases.^"  But  theese  cases  do  not  require  uniform  royalties.  There  the 
Commission  and  the  courts  found  that  the  highly  discriminatory  royalty  rates  on 
shrimp  peeling  machinery  had  substantially  injured  competition  in  the  shrimp 
canning  industry,  favoring  Gulf  Coast  canners,  of  which  the  patentee  was  one, 
over  West  Coast  canners — without  justification.  The  "peeler"  cases  do  not  forbid 
royalty  rate  discrimination  where  it  has  a  valid  business  purpose.  No  antitrust 
enforcement  agency  is  pressing  for  a  rule  requiring  uniform  royalties.  Indeed, 
the  Seventh  Circuit  has  recently  held  that  royalty  rate  discrimination  between 
competing  licensees  is  permissible.^" 

Also  of  concern  here,  the  language  of  the  provisions  which  have  been  ad- 
vocated is  subject  to  an  interpretation  which  could  extend  antitru.st  immunity 
to  licensing  and  royalty  arrangements  long  held  unlawful.  For  example,  the 
proposals  would  authorize  licensing  arrangements  providing  for  a  royalty  "not 
measured  by  the  subject  matter  of  the  i»atent"  or  "differing  from  that  provided 
in  some  other  arrangement."  just  to  give  two  extremely  vague  examples.  Would 
coercive  package  licensing  be  possible?  Would  discriminatory  royalty  provisions, 
regardless  of  the  purpose  or  intent  of  the  patentee,  be  authorized?  The  potential 
for  argument  and  reargument  of  so  much  settled  law  in  this  area  requires  op- 
positions to  the  proposed  amendments. 

ASSIGNOR  AND  LICENSKK  ESTOPPEL 

Proposed  subsections  (e)  and  (f)  of  Section  261  would  modify  the  Supreme 
Court's  decision  in  Lear,  Inc.  v.  Adkins^^  by  limiting  the  conditions  under 
which  an  assignor  or  licensee  may  challenge  the  validity  of  a  patent.  This 
appears  to  be  reasonable ;  it  seems  unfair  that  one  enjoying  the  benefits  of  an 
agreement  may  repudiate  his  obligations  under  it.  But  this  substitutes  private 
privilege  for  public  benefit,  for  the  public  concern  is  with  the  validity  of  the 
patent  monopoly  itself.  The  fact  is  that  almost  three-quarters  of  the  patents 
litigated  in  the  Courts  of  Appeals  in  the  last  two  years  or  so  have  been  found 
invalid.  And  as  the  Supi'eme  Court  recognized  in  Lear: 

Licensees  may  often  be  the  only  individuals  with  enough  economic  incentive  to 
challenge  the  patentability  of  an  inventor's  discovery.  If  they  are  muzzled,  the 
public  may  continually  be  required  to  pay  tribute  to  would-be  monopolistic 
without  need  or  justification.^" 

Lear  was  no  abrupt  departure  from  previous  decisions.  The  doctrine  of  licen- 
see estoppel  weakened  in  Westingouse  Electric  Mfg.  Co.  v.  Formica  Insulation 
Co.,^  and  became  feebler  in  Sola  Electric  Co.,  v.  Jefferson  Electric  Co.^ 
Finally,  Mr.  Justice  Frankfurter  .suggested  "decent  public  burial"  in  his  Mac- 
Grcgor  v.  Westinghouse  Electric  Mfg.  Co."  dissent.  In  Lear  Mr.  Justice  Harlan 
simply  performed  the  amenities  suggested  in  MacGrcgor — he  pronounced  it  a 
"dead  letter." 

This  section  may  well  be  the  most  seriously  defective  of  the  proposed  amend- 
ments. The  validity  of  our  patent  system  and  the  maintenance  of  competition  in 
important  parts  of  our  economy  make  it  imperative  that  invalid  patents  be 
detected  and  challenged.  Indeed,  the  patent  system  assumes  for  its  legitimacy 
that  adversary  proceedings  wuU  weed  out  invalid  grants  of  the  monopoly  right. 
Any  necessary  action  to  prevent  disruption  of  patent  license  arrangements  can 
he  accomplished  without  such  sweeping  proposals  as  these. 

"KNOW-nOW"  LICENSING  AND  FEDERAL  PRE-EMPTION 

Proposed  Amendment  23  has  been  drafted,  among  other  purposes,  to  overrule 
a  District  Court  decision  denying  the  licensability  of  unpatented  know-how.  This 


wLaPn/re  v.  F.T.C..  .360  F.2d  117  (5th  Cir.  1000)  :  Lnitram  Corp.  v.  A'in.<7  Crnh  Inc., 
244  F.  Supp.  9  (D.  Alaska  1963)  :  Peelers  Company  v.  Wcndt,  260  F.  Supp.  19.".  (W.D. 
Wash.  1966).  „  .„     _„     ,„_,, 

^T  Bcla  SlentinQ  Co.  Tnc.  v.  Poloron  Products,  Inc.,  5  CCH  Trade  Cases.  H   (.3.4.i2   (19.1). 

"395  U..«!.  053  (1969). 

«7d.  at  670. 

=0  266  U.S.  .342  (1924). 

21317  U.S.  173  (1942). 

^329  U.S.  402,  416  (1947) 
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is  unnecessary.  The  •Seoond  Circuit,  to  which  the  case  was  appealed,  overruled 
that  decision  on  April  27, 1971.^ 

We  recognize  that  the  status  of  know-how  licensing  has  been  left  somewhat  up 
in  the  air  in  the  wake  of  the  questions  raised,  but  not  adjudicated,  in  Lear.  It  is 
probably  true  that  know-how  and  trade  secrets  can  be  as  significant  technologi- 
cally and  competitively  as  patented  invention.  Where  secret  non-patentable 
innovation  of  this  value  is  involved,  we  believe  public  policy  should  continue  to 
allow  proper  incentive  for  its  dissemination  on  reasonable  terms.  No  case  holds 
to  the  contrary.  No  enforcement  agency  has  urged  to  the  contrary.  This  broad 
delegation  to  the  states  is  plainly  unnecessary. 

More  seriously,  this  amendment  may  be  inconsistent  with  t\vo  Supreme  Court 
decisions  holding  that  state  unfair  competition  laws  cannot  grant  exclusive 
rights  to  products  that  do  not  reach  the  standard  of  patentability  under  the 
patent  laws."*  Quite  apart  from  the  issue  of  whether  in  fact  the  amendment,  as 
drafted,  accomplishes  this  (though  that  is  one  possible  interpretation)  we  do  not 
feel  it  should  be  done. 

Sears  and  Conipco  stand  for  the  proposition  that  monopolies  are,  in  our 
society,  the  exception  rather  than  the  rule.  A  patent  is  a  monopoly  granted  by 
the  Federal  Government  to  discoveries  meeting  the  standard  of  patentability.  To 
permit  owners  of  products  or  ideas  not  reaching  that  standard  to  wield  monop- 
oly power  under  the  guise  of  a  state  statute  contravenes  the  basic  policy  of  the 
patent  grant.  We  do  not  feel  this  is  wise.  It  is  probably  unconstitutional.  We 
therefore  oppose  Amendment  23. 

CONCLUSION 

No  one  argues  that  the  field  of  patent-antitrust  law  is  crystal  clear.  One  can 
argue  that  it  should  not  be,  if  clarity  is  to  be  obtained  at  the  expense  of 
flexibility.  The  evolution  of  the  law  in  this  area  has  been  basically  satisfactory, 
as  evidenced  by  the  lack  of  a  widespread  call  for  overturning  Supreme  Court 
decisions  in  this  area.  There  is  no  real  basis  for  accepting  the  premise  of  the 
proposed  amendments  that  current  patent-antitrust  law  stifles  invention  and 
innovation.  Even  if  there  were,  there  is  even  less  basis  for  embracing  vague, 
confusing  proposals,  based  on  mere  assertion,  that  would  create  doubt,  uncer- 
tainty and,  inevitably,  litigation. 

Where  such  doubt  exists  on  a  widespread  basis,  procedures,  either  through 
FTC  advisory  opinions  or,  more  broadly,  by  means  of  generalized  trade  regula- 
tion rules,  already  exist  for  removing  those  doubts. 

In  closing,  we  reemphasize  our  doubt  that  the  present  state  of  patent-antitrust 
law  imposes  any  significant  hindrance  on  patentees'  incentives  to  invent  or 
legitimately  exploit  patents.  The  lack  of  critical  empirical  data  underscores  the 
undesirability  at  this  time  of  such  sweeping  legislative  proposals.  AVe  would 
urge  that  before  any  legislation  is  undertaken  in  this  field  specific  information 
should  be  obtained  from  inventors  and  corporate  and  other  patent  holders 
concerning  the  impact  of  antitrust  enforcement  on  their  licensing  activities.  The 
Commission,  we  believe,  could  participate  in  formulating  such  an  inquiry  within 
the  limits  imposed  by  budgetary  considerations  and  available  manpower. 

Mr.  Brenxan.  Professors  Turner  and  Blake. 
Senator  McClellan.  Let  them  identify  themselves. 
Identify  yourself  for  the  record,  please. 

STATEMENT  OF  PROF.  DONALD  TUENER,  HARVARD  LAW  SCHOOL 

]Mr.  Turner.  Yes,  Mr.  Chairman.  I  am  Prof.  Donald  F.  Turner  of 
Harvard  University  and  with  me  is  Prof.  Harlan  Blake  of  Columbia 
University. 

]Mr.  Brennan.  On  May  7  you  and  a  number  of  associates  submitted 
a  statement  to  the  subcommittee  on  the  Scott  amendments  and  I 
would  suggest  it  be  printed  at  this  point  in  the  record. 

^^Painton  d  Co.  v.  Bourn,  Inc.,  309  F.  Supp.  271  (S.D.  N.Y.  1970),  rev'd,  __  F.2d  __ 
(2d  Cir.,  April  27,  1971).  „       „  ,, 

^i^ears,  Roebuck  rf  Co.  v.  Stiffel  Co.,  376  U.S.  225  (19C4),  Compco  Corp.  v.  Day-Brite 
Lighting,  Inc.,  376  U.S.  234  (1964). 
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Senator  McClellan.  Very  well. 

The  letter  may  be  printed  in  the  record  at  this  point. 

(The  letter  referred  to  follows :) 

May  7,  1971. 
Hon.  John  L.  McClei.lan 

Chairmnn,  Subcommittee  on  Patents,  Trade-marks  and  Copyrights,  Committee 
on  the  Judiciary,  Washington,  D.C. 

Deau  !Senator  McClellan  :  A.s  professors  of  law  whose  experience  and  schol- 
arship lie  in  the  field  of  public  control  of  monopoly  and  competition,  we 
are  deeply  concerned  by  and  strongly  opposed  to  the  proposed  amendments  to  the 
Patent  Reform  bill  (the  so-called  McClellan  bill)  limiting  the  application  of 
the  antitrust  laws  to  patent  licensing  arrangements. 

We  oppose  these  amendments  becau.se  we  believe  that  thoy  are.  in  general, 
unwise  in  their  substantive  objectives  and  because  they  are  in  many  respects 
drafted  in  language  so  opaque  and  obscure  that  it  is  impossible  to  predict  with 
any  certainty  the  ultimate  reach  of  their  intrusion  into  antitrust  policy.  We 
mu.st  conclude  that  their  effect  would  not  be,  as  proponents  liave  urged,  to 
elucidate  the  law  and  improve  the  performance  of  the  legal  system  in  this 
difficult  but  important  area,  but  rather  to  ci^eate  ambiguities  and  difficulties  of 
interpretation  which  would  surely  require  many  years  of  litigation  to  begin  to 
clarify. 

The  main  argument  made  in  favor  of  the  amendments  is  that  greater  financial 
incentive  to  invention  and  innovation  is  needed,  and  that  abating  antitrust 
safeguards  is  an  appropriate  way  to  increase  rewards  to  patent  owners. 

We  believe,  however,  that  there  has  been  no  economic  or  other  evidence  that 
permitting  patent  owners  to  engage  more  freely  in  restrictive  licensing  would 
increase  the  progress  of  technology  or  the  productivity  of  the  economy.  Indeed, 
the  limited  evidence  we  have  suggests  that  the  social  costs  would  most  likely  be 
considerably  greater  than  any  resulting  benefits. 

Among  other  things,  the  amendments  would  have  the  effect  of  encouraging 
greater  use  of  patents  as  a  vehicle  for  bringing  together  competitors  or  potential 
competitors  into  cartels  for  the  pui'pose  of  eliminating  competition.  In  these 
respects  we  consider  the  amendments  to  be  plainly  harmful  and  contrary  to  the 
public  interest. 

A  further  major  effect  of  the  amendments  would  be  to  call  to  a  halt  the 
case-by-case  development  of  law  in  important  but  imperfectly  understood  areas 
of  restrictive  patent  licensing  and  antitrust  policy.  In  these  respects  we  consider 
such  legislation  to  be  premature  and  ill-advised. 

The  first  of  the  proposed  amendments  woiild  change  the  present  law  with 
re.spect  to  patent  licensing  in  four  distinct  areas  : 

(1)  price  fixing; 

(2)  geographical  and  field  of  use  restrictions ; 

(3)  assignor  and  licensee  estoppel ;  and 

(4)  permissible  royalty  arrangements. 

We  will  briefly  discuss  the  effects  and  shortcomings  of  the  proposed  amend- 
ment in  each  of  these  areas. 

a.  Price  Fixing.  The  language  of  the  amendment,  by  following  closely  the 
wording  of  the  Supreme  Court  in  United  States  v.  General  Electric,  272  U.S.  470, 
490  (1926),  would  appear  to  seek  to  rehabilitate  that  case  and,  to  that  degree, 
overturn  a  number  of  subsequent  decisions  which  have  greatly  reduced  the  scope 
of  possible  price  fixing  in  patent  licensing  arrangements.  As  it  stands.  General 
Electric  no  longer  presents  a  major  antitrust  problem.  To  the  extent  that  the 
proposed  legislation  revitalizes  General  Electric,  we  are  oppo.'jed  to  it.  Legisla- 
tion which  would  overrule  or  limit  the  cases  which  have  narrowly  restricted  its 
scope  would  seriously  increase  the  danger  that  patents  could  be  made  to  serve 
as  the  organizational  focus  of  powerful  price  fixing  cartels.  The  history  of 
antitrust  enforcement  in  the  heyday  of  General  Electric  makes  it  clear  that  this 
danger  is  a  very  real  one,  which  could  have  seriously  adverse  effects  on  the 
economy,  and  on  consmner  price  levels. 

2.  Geographical  and  field  of  use  restrictions.  If  antitrust  enforcement  makes 
price  fixing  too  risky  an  undertaking,  similar  effects  f-an  often  be  achieved 
through  licensing  restrictions  by  which  competitors  effectively  divide  the  market 
either  by  geographic  area  or  hy  field  of  apjilication  of  the  patent.  Exclusive 
licenses  so  limited  may  have  even  stronger  anti-competitive  effects  than  price 
fixing  arrangements.  The  explicit  conferral  of  a  position  of  exclusivity  upon  a 
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licensee,  either  in  a  particular  field  or  witliin  a  particular  geographic  area, 
should  be  struck  down  as  a  violation  of  Section  1  of  the  Sherman  Act,  except 
where  exclusivity  for  a  limited  period  of  time  is  shown  to  be  necessary  to 
attract  licensees  at  all. 

The  argument,  sometimes  made,  that  Section  261  of  the  Patent  Code  author- 
izes territorial  market  divisions,  is  unsound.  The  history  of  Section  261  shows 
that  its  only  purpose  was  to  serve  as  a  conveyancing  rule  that  articulated  the 
line  between  a  patent  assignment  on  the  one  hand  a  patent  license  on  the  other, 
thus  permitting  the  patentee  to  control  certain  collateral  rights.  The  conveyanc- 
ing rule  which  Section  261  represents  was  passed  before  the  Sherman  Act  was 
enacted ;  plainly  neither  its  drafters  nor  the  legislature  addressed  itself  to  the 
potential  policy  conflict  between  Section  261  and  the  rule  of  competition  later  to 
t)e  embodied  in  the  antitrust  laws. 

If  this  amendment  is  adopted.  Section  261  would  in  fact  do  what  it  is  now 
often  incorrectly  asserted  to  do :  it  would  legalize  the  creation  of  sub-monopolies 
within  geographic  market  divisions.  Furthermore,  the  amendment  would  extend 
Section  261  to  include  applications  as  well  as  patents  themselves ;  and  to  enable 
the  patentee  to  license  as  well  as  to  assign  on  an  exclusive  territorial  basis. 

Neither  does  the  holding  in  General  Talking  Pictures  Corp.  v.  Western  Elec- 
tric Co.,  305  U.S.  124  (1938).  constitute  an  unassailable  rule  that  all  field  of  use 
arrangements  are  immune  from  antitrust  surveillance.  But  the  proposed  amend- 
ment would  both  rigidity  its  holding  into  a  permanent  barrier  against  the 
development  of  a  sounder  patent-antitrust  policy  in  this  area  and  extend  its 
scope  in  an  uncertain  degree. 

3.  Assignor  and  licensee  estoppel.  Since  there  is  no  public  agency  which  can  be 
depended  upon  to  determine  the  validity  of  patents  with  any  degree  of  thorough- 
ness and  regularity,  the  public  interest  requires  that  private  parties  be  afforded 
adequate  opportunities  to  secure  judicial  .scrutiny  of  questionable  patents.  And 
with  regard  to  private  parties,  assignors  and  licensees  rank  high  among  those 
possessing  both  the  knowledge  and  the  interest  to  challenge  a  patent's  validity. 

The  proposed  amendment,  however,  would  increase  the  durability  of  cartels 
formed  under  dubious  patents  by  making  it  more  difficult  for  a  licensee  who  has 
a  change  of  heart  to  free  himself  from  the  cartel.  Under  present  law  he  may 
challenge  the  validity  of  the  patent,  thus  destroying  the  cartel  if  he  is  success- 
ful, without  risking  loss  of  his  license  in  the  event  that  his  attack  is  not 
successful.  The  amendment  would  deprive  him  of  that  opportunity.  We  therefore 
believe  it  to  be  undesirable.  If  the  elimination  of  licensee  or  assignor  estoppel 
opens  up  possibilities  for  unfairness  inter  partes,  as  has  been  suggested,  the 
courts  can  be  expected  to  devise  protective  rules ;  the  solution  is  surely  not  to 
restore  and  rigidity  by  legislation  old  doctrines  which  have  not  served  the 
public  interest. 

4.  Pcrmissihle  royalty  arrangements.  The  proposed  amendment  would  exempt 
from  the  misuse  rule  assignments  and  licenses,  whether  or  not  the  result  of 
insistence  of  "conditioning"  by  the  patentee,  providing  for  non-exclusive  grant 
backs  or  for  "a  royalty,  fee,  or  purchase  price." 

(a)  In  any  amount,  however,  paid  or  measured  (with  a  requirement  that 
amounts  paid  after  expiration  of  the  patent  must  be  based  on  activities  prior  to 
expiration), 

(b)  Not  measured  by  the  subject  matter  of  the  patent  or  the  extent  of  the 
licensee's  use  thereof. 

(c)  Undifferentiated  in  the  case  of  a  license  under  plural  patents,  and 

(d)  differing  from  licensee  to  licensee. 

These  provisions  would  appear  to  extend  blanket  antitrust  immunity  to  a 
large  but  not  clearly  defined  array  of  licensing  and  royalty  arrangements  which 
have  long  l)een  regarded  as  outside  the  scope  of  patent  law  protection.  For 
example,  they  would  appear  to  overturn  all  those  cases,  since  A.  B.  Dick  Co. 
was  overruled  in  1917,  prohibiting  use  of  the  patent  lease  or  license  as  a  vehicle 
for  tying  in  the  sale  of  other  patented  or  vmpatented  products.  Although  the 
economic  theory  of  tying  agreements  and  similar  arrangements  is  now  well-de- 
veloped, little  is  known  empirically  about  their  actual  impact  under  diverse 
market  conditions.  It  seems  likely  to  use  that  there  may  be  situations  in  which 
patent  tie-ins  (like  others)  can  operate  so  as  to  injure  competition  in  the  market 
for  the  tied  product,  or  make  more  diflScult  entry  into  the  market  for  the 
tying  product.  The  amendment  would  nonetheless  give  blanket  sanction  to 
such  arrangements.  We  believe  this  to  be  undesiral)le,  and  prefer  that  the 
antitrust  enforcement  agencies  and  courts  retain  flexibility  to  adapt  the  law  to 
new  situations  and  better  information  about  the  effects  of  tie-ins. 
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These  provisions  of  the  aniendinent  would  apparontl.v  permit  tlie  patentee  (1) 
to  insist  on  mandatory  pacliages  of  patents  and  (2)  to  define  tlie  license  royalty 
base  in  any  way  he  desires.  They  thus  overturn  or  modify  a  substantial  number 
of  cases  which  have  limited  the  patentee's  freedom  t<t  tie  unwanted  patents  to 
those  which  are  needed,  and  to  exact  royalties  on  a  licensee's  output  not  .subject 
to  the  licensed  patent.  Vvvy  little  is  yet  known  aliout  the  elTects  fif  the.'^e 
practices,  but  some  analysis  su?:gests  that  if  a  patentee  is  free  to  insist  on 
mandatory  packages  and  to  detine  the  royalty  base  in  an  aridtrary  manner,  at 
least  two  undesirable  results  are  likely  to  follow:  (1)  tlie  licen.see  will  be 
unlikely  to  adopt  the  most  elficient  methods  of  production  of  the  goods  included 
in  the  royalty  base:  and  (2)  the  incentive  of  the  licensee  to  find  new  and  more 
eliScient  ways  of  producing  these  goods,  i.e..  by  "inventing  around"  existing 
patents,  will  be  eliminated  or  redticed.  Once  again,  we  feel  tht  it  is  undesirable 
to  call  a  halt  to  the  traditicmal  case-by-case  development  of  antitrust  experience 
-and  law  in  these  areas. 

Subsection  ( d )  of  the  proposed  amendment  would  apparently  further  offer 
blanket  legitimation  to  all  forms  of  price  or  royalty  discriminations  in  patent 
arrangements.  Since  discriminatory  patent  licensing  provisions  by  their  nature 
impose  a  contintiing  and  systematic  differential,  they  have  at  least  a  potential 
for  significant  impact  upon  competition  among  licensees.  This  is  a  new  area  of 
antitrust  development  in  which  virttially  no  economic  analysis  or  research  has 
been  done.  Yet  the  proposed  legislation  would  remove  this  important  problem 
area,  as  well,   from  the   scope  of  case-by-case   antitrust   surveillance. 

Although  this  is  an  area  in  which  economic  considerations  are  more  debatable 
than  with  respect  to  the  others  we  have  discussed,  our  analysis  suggests  that 
here,  as  well,  the  public  interest  has  not  been  consulted  by  the  proponents  of  the 
amendment. 

The  second  proposed  amendment  wotild,  among  other  things  not  clearly 
spelled  out,  limit  the  Scars  and  Compco  cases,  376  U.S.  225  (1964)  and  376  U.S. 
234  (19641,  and  thus  leave  it  to  tlie  states,  if  they  wish,  to  attach  tort  liability 
to  the  copying  of  non-functional  feattires  of  unpatented  articles  which  have 
acquired  ".secondary  meaning"  and  thereby  serve  a  trademark  function  as  an 
indication  of  origin.  Although  we  would  not  undertake  to  defend  the  language  of 
these  decisions  in  toto,  and  believe  that  state  action  is  appropriate  in  protecting 
confidential  relations  and  trade  symbols,  and  in  facilitating  the  transfer  of 
unpatented  or  unpatentable  technitpies  and  knowledge,  we  have  misgivings  about 
state  remedies  against  product  simulation.  In  our  judgment,  .state  courts  have 
granted  relief  in  this  area  without  confining  themselves  to  i)urely  non-functional 
features,  and  the  result  is  equivalent  to  (indeed,  in  excess  of)  patent  protection. 
Accordingly,  we  believe  that  Sears  and  Compco  are  correct  in  limiting  the  states 
to  restrictions  relating  to  advertising,  trade  symbols  and  trade  dress,  and 
reqtiirements  of  labeling.  If  the  product  originator  wants  more,  he  should 
satisfy  federal  patent  standards. 

For  these  reasons,  we  hope  that  your  Committee  will  reject  the  proposed 
amendments.  But  if  legislation  in  the  patent-antitrust  area  is  regarded  as 
desirable  at  this  time,  we  suggest  careful  consideration  of  proposals  recently 
made  by  the  White  Hotise  Task  Force  on  Antitrust  Policy  (the  Neal  committee 
reports  and  other  studies  more  adequately  reflecting  a  ptiblic  interest  ap])roach. 
We  note  also  that  the  Federal  Trade  Commission  in  its  statement  opposing  the 
amendments,  has  expressed  an  interest  in  participating  in  such  an  inquiry. 

We  would  be  happy,  individtially  or  collectively,  to  provide  more  detailed 
comments  should  you  desire  to  have  them. 

Very  sincerely, 

Stephen  G.  Bryer.  Donald  F.  Turner,  Harvard :  Robert  Pitofsky,  New 
York  University :  William  F.  Baxter.  Stanford ;  Laurens  H.  Rhi- 
nelander.  Warren  F.  Schwartz.  Virginia  :  Clark  C.  Havighurst. 
Duke :  Jay  M.  Vogelson,  Southern  Methodist :  Ribert  Kamenshine, 
Vanderliilt :  Martin  J.  Adelman.  Wayne:  Richard  A.  Ruxbaum. 
Stefan  A.  Risenfeld.  Lawrence  A.  Sullivan,  University  of  Califor- 
nia (Berkeley)  :  Roscoe  A.  StefTen.  University  of  California 
(Hastings)  :  Benjamin  Du  Val.  University  of  Illinois:  Daniel  .7. 
Baum.  .To.seph  Brodley,  Ralph  F.  Fuchs.  T'niversity  of  Indiana  : 
Dorsey  D.  Ellis,  .Tr.,  .Tames  E.  Meeks,  University  of  Iowa  :  Ilrlan 
M.  Blake,  Harvey  Goldschmid,  William  K.  .Tones,  Columbia : 
.Tames  A.  Rahl,  Northwestern :  Ralph  Brown,  Gordon  Spivack, 
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Yale :  Louis  B.  Schwartz,  University  of  Pennsylvania  ;  Hal  M. 
Smith.  University  of  Maryland :  Vincent  Blasi,  Arthur  R.  Miller, 
University  of  Michigan  ;  Leo  J.  Raskind,  University  of  Minnesota  : 
Wallace  M.  Rudolph  ;  University  of  Nebraska  ;  Herman  Schwartz. 
State  Univeri-uty  of  New  York  (Buffalo)  :  Martin  B.  Louis,  Frank 
R.  Strong,  University  of  North  Carolina ;  Donald  C.  Knutson, 
University  of  Southern  California  :  Carl  H.  Fulda,  Lino  A.  Grag- 
lia,  James  M.  Treece,  University  of  Texas;  John  J.  Flynn,  Uni- 
versity of  Utah. 

Senator  McClellax.  Gentlemen,  do  you  have  prepared  statements  ? 

Are  you  making  a  joint  statement? 

Mr.  TuRXER.  Neither  of  us  has  prepared  statements.  Both  of  us 
would  like  to  make  some  running  comments  of  an  extemporaneous 
variety  on  the  principal  issues  that  are  before  3^ou  on  the  proposed 
amendments,  and  we  would  Avclcome  questioning-  at  any  point  during 
our  comments  or  at  the  end  if  you  so  prefer. 

Senator  McClellan.  The  sponsor  of  the  amendments  and  the  chief 
opponent  of  the  subcommittee  to  the  amendments  are  not  present  to 
ask  questions.  You  just  cover  whatever  you  want  to.  we  will  make  the 
record  and  the  committee  can  then  make  an  evaluation. 

We  have  one  member  on  each  side  of  the  committee  taking  a  firm 
position,  one  opposing  the  amendments  and  one  for.  Apparently  this 
is  a  pretty  complicated  issue.  I  don't  know  how  important  it  is.  But  it 
is  not  one  that  is  easily  resolved  because  the  administration  can't  even 
find  its  position. 

Mr.  Turner.  You  are  absolutely  correct,  Mr.  Chairman,  and  this  is 
one  of  the  difficulties  with  this  area.  It  is  extremely  complex ;  it  is  not 
an  area  that  people  unfamiliar  with  it  would  readily  understand. 

Senator  McClellan.  It  is  not  an  area  in  which  there  is  common 
knowledge. 

INIr.  Turner.  That  is  right ;  all  of  which  would  lead  me  to  suggest 
with  deference  that  in  my  view  it  would  be  very  wise  for  Congress  to 
separate  these  issues  off  from  the  patent  reform  bill  which  concerns  a 
lot  of  major  issues  that  have  nothing  to  do  with  the  debates  on  these 
amendments. 

It  seems  to  me  it  would  be  wholly  appropriate,  in  part  for  the 
reasons  that  Mr.  Ward  recently  just  stated,  that  the  kinds  of  issues 
raised  by  the  proposed  amendments  be  deferred  for  full  consideration 
on  their  own  m.erits  at  some  later  time,  and  that  the  Congress  not 
endeavor  to  solve  what  are  obviously  very  strong  conflicts  over  these 
issues  in  a  way  sort  of  ancillary  to  the  patent  reform  bill,  which  has 
many  issues  of  importance  that  ought  to  be  handled  as  expeditiously 
as  possible.  That  would  be  my  first  comment. 

Senator  McClellan.  All  right;  you  may  proceed  to  discuss  the 
merits. 

Mr.  Turner.  Now,  as  Mv.  Brennan  indicated,  a  group  of  us  in 
academic  life  have  submitted  a  letter  to  the  committee  in  which  we 
have  indicated  in  general  the  reasons  why  we  object  to  the  specific 
proposals  that  have  been  made.  I  should  say  in  passing  that  the 
objections  that  we  raise  to  Senator  Scott's  proposals  are  probably  as 
applicable  to  the  proposals  that  the  Department  of  Commerce  submit- 
ted to  the  committee,  as  I  understand  it,  in  testimony  yesterday.  In 
some  respects,  I  believe  rather  minor  respects,  I  would  fi7id  those 
proposals  somewhat  less  objectionable,  but  the  main  objections  that 
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we  have  to  Senator  Scott's  proposals  would  apply  to  the  Commerce 
proposals  as  well. 

Let  me  briefly  take  up  the  issues.  I  shall  ondeaA-or  not  to  be  repeti- 
tious. You  are  £oin<r  to  got  testimony  tomorrow  from  Mr.  Stedman 
whose  prepared  testimony  I  have  read,  and  I  think  it  is  excellent, 
and  I  will  try  not  to  be  too  repetitious. 

As  we  understand  it,  the  amendments  that  have  been  proposed  both 
by  Senator  Scott  and  by  the  Commerce  Department  yesterday  are 
desifrned  to  fulfill  two  purposes.  One,  to  clarify  the  law  and,  second, 
to  do  it  in  a  public  interest. 

Xow,  we  fool  very  strongly  that  the  proposals  do  neither.  They  will 
confuse  the  law  in  a  irood  many  areas,  as  Mr.  Ward  touched  on  briefly 
in  his  testimony  ancl  as  Mr.  Stedman.  I  think,  tomorrow  will  fully 
point  out :  and.  second,  in  those  areas  where  they  do  appear  to  clarify 
the  law  in  any  substantive  way.  we  think  that  the  answers  are  wrong 
and  that  they  are  not  in  the  public  interest. 

Now,  I  will  talk  briefly  abont  three  major  aspects  of  the  proposals. 
One  are  the  proposals  regarding  assignor  and  licensee  estoppel. 
Second,  a  proposal  already  contained  in  the  bill,  section  301.  for 
which  Senator  Scott  has  proposed  a  variation,  which  would  purport- 
edly protect  State  and  Federal  law  in  nonpatent  areas  from  any 
adverse  impact  from  the  Patent  Code.  And.  third,  issues  regarding 
patent  licensing  restriction. 

Xow,  with  regard  to  the  first  two,  assignor  and  licensee  estoppel 
and  so-called  no  preemption  provision.  I  feel  verv  strongly,  and  I 
think  my  colleagues  agree,  that  neither  of  these  subjects  is  suitable 
for  any  brief  simple  legislati\-o  solution.  Let  me  try  to  explain  why 
we  think  tliat.  The  equities  that  may  be  involved  in  attacks  on 
validity  by  someone  wlio  has  assigned  his  patent  to  another  or  who 
has  taken  a  license,  and  the  balance  of  those  equities  with  the  public 
interest  in  eliminating  invalid  patents  and  freeing  the  areas  covered 
by  invalid  patents  to  open  competition,  are  just  far  too  complex  and 
far  too  varying  to  warrant  a  simple  solution. 

Let  me  give  you  a  couple  of  examples  in  the  area  of  assignor 
estoppel.  I  can  easily  think  of  cases  where  it  would  be  wholly  appro- 
priate to  apply  the  rule  that  Senator  Scott's  amendment  would  apply 
acro.ss  the  board.  You  can  imagine  a  case  of  an  assignor  in  plain  bad 
faith  assigning  a  patent  knowing  that  completely  invalid,  say  because 
there  had  been  prior  use  by  him;  assigning  it.  selling  it  to  somebody 
for  money  and  then  almost  immediately  starting  to  produce  the  sub- 
ject of  the  patent  that  he  has  sold,  then  claiming  invalidity  when  the 
assignee  claims  infringement. 

Xow  that  is  obvious  bad  faith  and  it  seems  to  me  quite  clearly  there 
that  it  would  be  appropriate,  if  you  let  him  assert  the  grounds  of 
invalidity,  to  at  least  require  th.at  the  consideration  he  paid  be  re- 
turned. Ho  may  well  in  fact  suitably  be  charged  with  damages,  per- 
haps punitiA'o  damages,  for  fraud.  But  even  in  the  case  of  the  bad 
faith  assignor  there  is  a  public  interest  in  the  disclosure  of  reasons 
indicating  that  a  patent  is  invalid — the  usual  public  interr^st  in  mak- 
ing sure  tliat  competition  is  not  restrained  by  patents  that  are  in- 
valid, thus  freeing  the  market  for  competition.  And  there  may  well 
also  be  very  good  reasons  for  lo^^tinii  the  assignor,  as  bad  a  man  as  he 
had  been,  produce  the  product.  Tf  the  patent  is  invalid  he  should  be 
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allowed  to  produce  particularly  where  he  may  be  one  of  the  very  few 
manufacturers  capable  of  producing  that  product. 

It  seems  to  me  even  in  the  bad  faith  case,  therefore,  that  private 
equities  can  be  adjusted,  a  man  guilty  of  bad  faith  can  be  forced  to 
pay,  without  interfering  with  the  public  interest  in  seeing  that  in- 
valid patents  are  shown  to  be  invalid  and  with  letting  people  produce 
the  object  of  the  so-called  invention. 

Now,  if  this  is  so  with  bad  faith  assignors,  it  seems  to  me  the  case 
of  the  good  faith  assignor  is  perfectly  plain. 

Suppose  you  have  a  patent  owner  who  assigns  his  patent  believing 
it  to  be  valid.  Five  years  later  he  discovers  facts  indicating  that  the 
patent  is  invalid.  Clearly  he  should  be  allowed  to  plead  those  facts. 

Furthermore,  in  a  case  like  this,  a  requirement  of  the  return  of  the 
whole  of  the  consideration,  or  perhaps  even  a  part  of  it,  would  be 
inappropriate  for  the  assignee  will  have  gotten  5  years  of  benefit  out 
of  the  patent  monopoly,  the  monopoly  profits  in  exploiting  the  patent 
before  it  is  held  invalid. 

So  even  as  a  matter  of  equity  between  the  parties  in  a  case  like 
that,  it  seems  clear  to  me  that  it  makes  no  sense  to  require  the  good 
faith  assignor  to  return  the  entire  consideration  paid  when  the  as- 
signee has  gotten  all  or  most  of  the  benefits. 

I  have  given  you  a  couple  of  extreme  cases  and  there  are  all  kinds 
of  inbetween  situations. 

The  assignor  may  have  known  of  priority  that  cast  doubt  on  valid- 
ity. He  may  have  disclosed  it.  He  may  not  have  searched  as  far  as  he 
might  have  but  it  is  in  perfectly  good  faith. 

All  of  this  leads  me  to  the  conclusion  that  it  doesn't  make  any  sense 
to  try  by  any  simple  formula  to  lay  down  the  equitable  rules  that  are 
going  to  apply  to  a  wide  variety  of  situations  in  the  assignor- assignee 
case. 

Now,  turning  to  the  licensee,  it  seems  to  me  much  the  same  point 
can  be  made.  If  you  require  licensees  across  the  board,  as  the  proposed 
amendment  would  do,  to  renounce  lights  under  a  license  in  order  to 
be  free  to  contest  validity  of  the  patent,  or  as  the  Commerce  version 
would  do  it,  give  the  licensor  the  election  to  treat  the  licensee  as 
having  abandoned  the  license,  this  means  that  many  licensees  who 
would  otherwise  attack  validity,  and  bring  to  the  attention  of  the 
court  facts  that  the  patent  was  invalid,  would  not  run  the  risk.  You 
put  them  to  a  very  dangerous  election,  namely,  they  may  in  good 
faith  think  the  patent  is  invalid  but  the  choice  they  face  under  the 
proposed  amendment  is  that  they  run  the  risk  that  if  they  are  wrong 
on  that,  and  the  courts  say  the  patent  is  valid,  they  have  lost  their 
license  and  maybe  their  business.  So  the  consequence  of  that  again 
will  be  to  discourage  licensees  in  a  substantial  number  of  situations 
from  attacking  validity  and,  therefore,  perpetuate  a  lot  of  invalid 
patents  giving  monopoly-  where  in  the  public  interest  monopoly 
should  not  exist. 

Now,  hei'o,  too,  you  can  think  of  cases  in  which  equities  between  the 
parties  would  make  it  aj)pro})riato  to  consider  the  license  abrogated. 
Again  I  can  think  of  a  licensee  being  in  very  bad  faith.  The  potential 
licensee  goes  to  a  patentee  and  says,  "I  don't  think  your  patent  is  any 
good  but  if  you  will  license  me  at  an  extremely  low  royalty  that  will 
save  us  both  the  burdens  of  litio-ation  and  I  am  willing  to  settle  for 
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that,"  and  lie  octs  the  patentee  to  give  liim  a  license  and  then  a  week 
later  or  month  later  he  sa^'s,  "I  don't  think  your  patent  is  any  good 
and  I  won't  pay." 

At  the  least  it  may  be  equitable  to  say  to  that  licensee.  "You  are  not 
going  to  be  able  to  continue  under  that  license  under  that  kind  of  a 
rate  when  you  are  now  raising  issues  that  you  kneAv  beforehand."  But 
again,  even  in  that  case  it  seems  to  me  those  private  e(juities  can  be 
adjusted  suitably  without  interfering  with  the  pul)]ic  interest  in  hav- 
ing disclosed  the  facts  indicating  that  a  patent  is  invalid,  and  here  as 
in  the  assignee-assignor  case,  there  are  going  to  be  an  awful  lot  of 
situations  where  the  licensees  are  in  perfectly  good  faith  and  it  would 
be,  it  seems  to  me,  quite  desirable  to  permit  them  to  ask  for  a  declara- 
tory judgment  as  to  the  validity  of  a  patent  but  to  i-etain  the  license 
if  it  is  su])sequently  held  that  the  patent  is  valid. 

Xow  the  courts  can,  have  been  able  to  and  will  continue  to  be  able 
to,  it  seems  to  me,  find  much  less  restrictive  ways  than  are  contained 
in  the  proposed  amendments  of  adjusting  these  equities,  of  dealing 
with  dishonesty,  harassment  or  other  abuse  by  licensees  or  assignors. 

One  way  that  the  court  might  do  it,  the  court  may  say  to  a  licensee 
who  wants  to  attack  validity,  we  will  let  you  do  that  and  let  you  keep 
the  benefit  of  your  license  providing  you  pay  the  i-oyalties  in  escrow 
into  court  awaiting  the  adjudication,  and  if  it  is  held  that  the  patent 
is  valid  then  those  royalties  get  turned  over  to  the  patentee. 

So  again  it  seems  to  me  here  you  have  a  situation  where  there  is  an 
extremely  wide  variety  of  possibilities  and  the  amendments  iiro})osed 
both  by  Senator  Scott  and  by  the  Conmierce  Department,  it  seems  to 
me,  provide  very  siniple  solutions  all  right,  but  solutions  very  much 
against  the  public  interest.  They  will  discourage  to  a  very  wide  extent 
the  challenging  of  invalid  patents,  and  it  seems  to  me  there  are  no 
issues  of  private  equities  that  would  require  that  result. 

Let  me  turn  to  the  second  issue,  again  one  INIr.  AVard  talked  about 
briefly,  the  proposals  to  the  effect  that  nothing  in  the  Patent  Code 
will  be  held  to  preempt  State  or  Federal  law  in  the  areas  of  trade 
secrets,  unfair  competition  and  the  like. 

Xow,  here,  too.  I  don't  see  how^  somebody  can  draft  legislation  of 
this  kind,  which  is  presumably  going  to  have  some  effects  on  substan- 
tive issues,  without  going  into  the  merits  of  the  variety  of  substantive 
issues  that  are  raised. 

Now,  it  is  evident,  or  at  least  one  suspects,  that  one  of  the  purposes 
of  these  various  proposals  is,  if  not  to  overrule  the  Sears  and  Compco 
cases,  at  least  to  severely  confine  them.  Now  on  this  I  would  say  the 
result  in  the  Sears  and  Compeo  cases  is  just  plain  right.  The  essence  of 
what  the  Supreme  Court  said  in  those  cases  was  if  you  don't  have  a 
patent  on  a  manufactured  article  then  that  means  it  is  in  the  ]>ublic 
domain  and  anybody  can  copy  it  who  wants  to;  and  it  is  in  efl'ect  a 
State  creating  additions  to  Federal  patent  law  for  the  State  to  say, 
even  though  you  can't  get  a  Federal  patent  on  this  product  we  are 
going  to  prevent  people  from  copying  it.  There  is  anothei-  issue  liei'e, 
that  of  possible  confusion,  but  the  Sui)reme  Court  didn't  say  that  the 
State  couldn't  take  steps  to  guard  against  that  by  rexjuiring  labeling, 
suitable  labeling  which  will  suffice  in  99  cases  out  of  100  and  probably 
100  out  of  100. 
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If  the  effect  of  these  proposals  is  to  cast  doubt  on  that  simple 
proposition  that  you  should  not  allow  States  in  effect  to  give  patent 
protection  the  Federal  law  would  not  give,  it  seems  to  me  they  are 
bad  on  that  score  alone. 

Xow,  another  issue  that  concerns  people — Mr.  Ward  talked  about  it 
— is  licensing  of  trade  secrets.  And  the  problem  here  is  that  Justice 
Black  in  his  dissenting  opinion  in  the  Lear  case  advanced  the  view 
that  if  you  didn't  have  a  patent,  if  the  information  involved  in  your 
trade  secret  was  not  patentable,  that  you  ought  not  to  be  able  to 
license  it  for  any  consideration. 

I  think  ho  got  one  other  judge  to  suppoi-t  him  on  that.  The  major- 
ity of  the  Court  did  not  go  that  far  and  I  would  be  dumbfounded  if 
the  Court  ever  did.  I  can't  imagine  the  Court  will  ever  adopt  that 
proposal  and  T  am  frank  to  say  that  T  would  completely  agree  with 
those  who  say  th.at  Justice  Black  is  wrong  on  this  issue.  I  won't  go 
into  the  reasoning  behind  that,  but  in  substance  it  seems  to  me  it  is  in 
the  public  interest  to  let  somebody  who  has  technological  know-how 
that  he  is  entitled  to  keep  to  himself  to  license  it  for  a  royalty  or  to 
sell  it.  That  means  somebody  else  is  going  to  have  access  to  it  too,  and 
I  don't  see  any  public  interest  in  saying  the  only  way  you  can  keep  it 
secret  is  to  practice  it  yourself,  that  you  can't  let  somebody  else  buy  it 
for  money. 

It  seems  to  me  that  it  is  so  imlikely  that  the  Supreme  Court  would 
ever  adopt  Justice  Black's  view  on  this  that  it  is  pointless  to  pass 
legislation  at  this  point,  particularly  this  proposal  which  would  not 
only  cover  that  point  hwt  raise  all  kinds  of  issues  with  reg-ard  to  State 
law  on  unfair  competition,  misappropriation  and  the  like,  which  I 
think  would  be  very  mischievous. 

Again  I  am  s<  ating  my  personal  view.  My  personal  view  is  that  we 
have  had  some  unfortunate  developments  in  state  law  of  the  kind  that 
Senrs-Co7r)pco  tried  to  stop,  namely.  States  giving  patent  type  protec- 
tion against  competition,  perfectly  legitimate  competition,  and  I 
would  hate  to  see  a  piece  of  legislation  encouraging  that. 

This  brings  me  finally  to  the  questions  of  patent  licensing  restric- 
tions. 

Xow,  here  unlike  the  subjects  I  have  just  commented  on,  I  think, 
and  to  this  extent  I  somewhat  disagree  with  Mr.  Ward  and  with  Mr. 
Stedman  who  will  testify  tomorrow,  I  think  there  are  issues  in  patent 
licensing  where  the  law  can  be  made  perfectly  clear  and  made  per- 
fectly clear  in  a  way  consistent  with  the  public  interest. 

I  did  supply  the  counsel  before  the  testimony  with  a  proposed 
amendment  which  Avould  cover  several  of  these  issues  and  it  seems  to 
me  certainly  would  clarifj^  the  law  and  I  think  in  the  right  way. 

In  substance,  and  this  is  under  Roman  I,  T  would  propose  that  it  be 
made  perfectly  clear,  which  my  proposed  draft  does,  that  no  patent 
owuer  shall  be  guilty  of  misuse  or  illegal  extension  of  patent  rights 
simply  because  he  licenses  only  a  fraction  of  his  rights.  That  alone  is 
not  enough  to  make  his  action  unlawful. 

Senator  McClellan.  That  amendment  you  are  discussing  will  be 
printed  in  the  record  at  this  point  so  those  who  read  the  recoi-d  can 
follow  it. 
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(The  material  referred  to  follows :) 

Proposed  Amendments  to  S.  2756 

I.  Regarding  licensing  restrictions  generally,  add  a  new  Section  271  (fj  as 
follows : 

''No  patent  owner  shall  be  guilty  of  misuse  or  illegal  extension  of  patent 
rights  solely  because  he  licenses  less  than  all  of  the  rights  which  might  I^ 
licensed  under  his  patent,  including  rights  to  less  than  all  of  the  territory, 
patent  term,  or  uses  which  might  be  licensed.  Provided,  however,  that  it  shall 
be  deemed  to  be  a  misuse  for  any  patent  owner — 

(1)  to  require  a  licensee  to  adhere  to  any  price  on  any  product  sold  or 
otherwise  disposed  of  by  the  licensee ; 

(2)  to  limit  directly  or  indirectly,  in  a  license  to  sell,  the  quantity  of 
any  goods  that  may  be  sold  or  otherwise  disposed  of  by  a  licensee  ; 

(3)  to  require  a  licensee  to  assign  to  the  patent  owner,  or  grant  to 
the  patent  owner  an  exclusive  license  under,  any  patents  subsequently 
obtained  by  the  licensee  : 

(4)  to  Inquire  a  licensee  to  agree  not  to  contest  the  validity  of  any  li- 
censed claim  or  patent ; 

(5)  where  the  patent  owner  has  granted  a  license  or  waived  rights,  with 
an  express  or  implied  restriction  as  to  the  use  or  as  to  the  territory  within 
which  the  licensed  or  waived  rights  may  be  exercised,  to  refuse  to  grant 
a  license,  or  waive  rights,  on  comparable  terms  to  any  qualified  applicant 
therefor,  unless  the  patentee  can  show  that  the  granting  of  an  exclusive 
license,  or  waiver,  for  a  reasonable  i)eriod  was  or  is  necessary  to  <^btain 
commercial  explotiation  of  the  use  or  territory  in  question ;  Provided  fur- 
ther, however,  that  this  subsection  (5)  shall  not  be  construed  to  obligate 
a  manufacturing  patent  owner  to  grant  additional  licenses  for  the  use  or 
territory  in  which  he  is  presently  engaged." 

(Subparagraphs  (1),  (2),  (3)  and  (5)  should  also  be  made  violations  of 
the  antitrust  laws,  except  that  violations  of  subparagraph  (5)  should  probably 
not  be  subject  to  private  right  of  action.) 

II.  Regarding  royalty  or  other  consideration,  add  a  new  Section  271(g)  as 
follows : 

"No  patent  owner  shall  be  guilty  of  misuse  or  illegal  extensiim  of  patent 
rights  solely  because  he  has  assigned,  licensed  or  waived  rights  under  this  title 
for  a  consideration  which  includes : 

( 1 )  a  non-exclusive  license  or  waiver  of  pal  ent  rights ; 

(2)  a  royalty  not  computed  in  a  manner  that  segregates  the  charge 
for  any  particular  patent,  or  for  any  particular  claim  or  claims  of  one  or 
more  patents ; 

(3)  a  royalty  differing  from  that  provided  in  some  other  arrangement." 

Mr.  TmRNER.  Thank  a'ou,  sir.  ,     < 

Now,  the  issues  that  I  think  on  the  basis  of  what  information  and 
reasoning  we  now  have  could  be  handled  and  clarified  are  the  ones 
that  I  have  listed  here.  It  should  be  a  deemed  misuse  for  a  p.-Uent 
o^vner  to  require  the  licensee  to  adhere  to  any  price  on  any  product. 
Price  fixing  should  be  held  unlawful  per  se. 

I  would  guess  the  vast  majority  of  the  bar  is  pi'ocecding  on  the 
assumption,  it  has  for  sometime,  that  that  is  the  law  right  now. 

Wlien  I  was  privileged  to  be  head  of  the  Antitrust  Division  I 
declared  this  was  our  view.  I  said  we  were  going  to  look  for  a  case  to 
finally  clarify  this  issue  for  once  and  all  and  we  couldn't  find  one. 

Nobody  is  using  price  fixing  clauses  in  patent  licenses  anymore, 
and  it  seems  to  me  that  is  about  where  we  are,  and  that  is  where  we 
ought  to  be.  and  as  I  read  the  Commerce  Department's  proposal  they 
agree  with  this.  Well,  it  is  a  little  hard  to  know  what  they  say 
because  there  they  list  this  as  something  that  is  not  covered  by  sort  of 
a  general  declaration  of  no  misuse  and  say  it  preserves  existing  law. 


3,18 

Existing  law  as  on  this  issue  is  probably  that  price  fixing  is  illegal 
per  se. 

I  would  say  that  the  same  reasoning  that  supports  that  conclusion 
supports  the  conclusion  that  a  patentee  should  not  be  able  where  he 
licen.ses  somebody  to  manufacture  and  sell,  to  limit  the  quantity  of 
any  goods  that  may  be  sold  by  the  licensee. 

If  anything,  a  quantity  restriction  is  more  anticompetitive  than  a 
price  restriction.  If  I  just  have  a  price  restriction,  I  could  at  least 
compete  with  the  patentee  on  quality,  but  if  I  am  limited  on  the 
quantity  I  can  sell,  even  though  I  put  out  a  better  product  than  he 
does,  I  cannot  sell  to  those  who  prefer  to  have  it. 

I  would  say  that  a  patentee  should  never  be  required  to  require  as  a 
condition  of  the  license  that  the  licensee  hand  back  to  the  original 
patentee  any  improvement  patents  that  he  develops  or  an  exclusive 
license  under  any  of  those  improvement  patents.  The  original  paten- 
tee has  a  legitimate  interest  in  having  a  benefit  of  any  improvements 
that  his  licensee  develops,  that  can  be  satisfied  by  nonexclusive  license 
back.  That  takes  care  of  the  legitimate  interest  in  the  patentee.  For 
the  patentee  to  insist  on  the  right  to  get  the  patents  themselves  or 
exclusive  licenses,  would  enable  him  to  perpetuate  his  monopoly  posi- 
tion way  past  the  time  of  his  own  patent;  he  would  continue  to  be 
able  to  gather  in  all  of  the  improvements  that  anybody  ever  devel- 
oped. 

By  the  same  token,  that  discourages  licensees  from  trying  to  im- 
prove a  patent  because  if  they  improve  it  they  have  to  give  it  back  to 
the  patentee. 

It  seems  to  me  this  is  an  issue  on  which  we  know  enough  to  say  you 
can't  do  this,  you  can  have  a  nonexclusive  license  back  on  improve- 
ments, you  cannot  get  the  patent  itself  or  the  exclusive  license. 

Now  for  the  fourth  point,  which  in  view  of  Lear-Adhins — -which  I 
think  is  sound — I  don't  think  is  enormously  important,  providing 
some  of  the  other  amendments  are  not  passed — I  don't  see  any  point 
in  letting  patentees  continue  to  put  into  their  license  agreements  a 
provision  that  the  licensee  agrees  not  to  contest  the  validity  of  the 
patent. 

The  Supreme  Court  has  held  for  very  good  reasons  that  these 
cannot  be  enforced.  'Why  allow  patentees  to  clutter  up  their  license 
agreement  with  a  clause  like  this  anymore?  It  seems  to  me  that,  too, 
should  be  held  to  be  a  misuse. 

I  come  finally  to  a  proposition  which  I  would  agree  is  more  debata- 
ble but  for  which  I  think  very  strong  reasons  can  be  offered,  and  that 
is  the  proposal  with  regard  to  field  of  use  restrictions  and  territorial 
restrictions. 

Now,  at  this  point,  Mr.  Chairman,  I  would  appreciate  it  if  I  could 
submit  and  have  inserted  in  the  record  two  articles  which,  among 
other  things,  deal  with  thcvse  points.  I  think  they  are  excellent  arti- 
cles, perhaps  because  one  of  them  was  written  by  me.  The  first  is  an 
article  in  the  Yale  Law  Journal  of  December  lOfiO  by  Prof.  William 
Baxter,  and  the  second  an  article  in  the  New  York  University  Law 
Review — I  have  the  date  here — May  1969,  which  I  wrote. 

Now  in  both  of  these  articles  iProfessor  Baxter  and  I  have  ad- 
vanced this  thesis.  We  don't  object  to  field  of  use  restrictions  or 
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territorial  limitations  as  snoh.  "We  do  not  object  to  a  manufaotnring 
patentee,  a  patentee  avIio  is  maniifactni'inir  and  sellinir  in  a  i)articular 
territory  or  applyintr  his  patent  to  a  partirnlar  use  or  uses,  protecting 
those  uses  or  that  toi'ritorv  wliere  he  liimself  is  selling. 

We  are  prepared  to  say :  You  can  continue  to  have  a  monopoly  on 
that  but  if  you  license  somebody  else  witli  a  field  of  use  restriction, 
that  is,  for  some  use  that  you  aren't  practicino;,  or  license  somebody 
else  for  a  territory  in  which  you  are  not  selling,  you  must  cfive 
comparable  licenses  to  any  qualified  applicants  unless  you  can  show 
that  the  parceling  out  of  exclusive  monopolies  to  others  is  necessary 
or  reasonably  necessary  to  insure  commercial  exploitation  of  that  use 
or  that  territory. 

Now,  I  won't  bore  you  Avith  jxoinc:  into  a  full  statement  of  the 
analysis  that  leads  us  to  this  conclusicm  but  we  both  feel  very 
strongly,  and  we  think  we  have  adequately  established  the  fact,  that 
this  kind  of  proposal  would  fr'ive  the  patentees  everythino:  they  are 
legitimately  entitled  to  but  would  prevent  patentees  from  parceling 
out  monopolies  all  over  the  place,  monopolies  in  which  they  have  no 
direct  interest,  which  facilitates  the  formation  of  cartels;  and  we 
believe  that  this  proposal  would  be  a  reasonable  accommodation. 

Senator  McClellax.  Professor  Turner,  these  two  articles  that  you 
have  submitted  are  quite  leno-thy. 

Mr.  Ttrxer.  Yes,  sir. 

Senator  McClellax.  Let  me  ask  as  a  matter  of  information.  I 
don't  want  to  deny  the  availability  of  any  material  that  is  pertinent 
and  would  throw  liffht  on  the  issue,  may  I  ask  if  excerpts  can  be 
taken  from  then  and  thus  avoid  printiii";  all  of  this? 

Mr.  Turner.  Yes,  sir.  Could  you  srive  me  a  few  days  to  do  that  ? 

Senator  McClellax.  Yes.  Then  we  will  j^rint  it  in  the  appendix  of 
the  record.  I  haven't  had  time  to  examine  it.  A  lot  could  be  elimi- 
nated. 

Mr.  Tttrxer.  I  would  be  happy 

Senator  McClellax.  And  pertinent  excerpts  be  submitted  from  the 
article  with  the  article  properly  identified. 

Mr.  Turner.  I  would  be  happy  to  do  that.  I  think  we  can  cut  it 
down. 

Senator  ^IcClellax.  That  will  aid  us.  If  we  get  this  record  too 
bulky  nobody  would  read  it. 

Mr.  Turner.  If  you  give  me  a  few  days. 

Senator  McClellan.  Yes;  you  may  have  time  to  do  it.  We  thank 
you  very  much. 

Mr.  TiTRNER.  I  just  want  to  repeat,  because  I  think  it  is  very 
important,  the  point  Alan  Ward  made.  All  of  the  proposals  to 
broaden  the  opportunity  for  patentees  to  insert  restrictions  in  their 
licenses,  to  grant  exclusives,  to  put  in  a  price  fixing  clause  and  all  of 
that,  proceed  on  the  assumption  that  either  letting  them  do  that  or 
not  letting  them  do  that  is  in  some  way  going  to  affect  the  incentive 
to  invent,  and  I  only  wish  to  second  what  Alan  Ward  has  said, 
namely  it  seems  to  me  there  is  absolutely  no  evidence  for  any  such 
proposition  and  that  indeed  if  you  sit  down  and  think  about  it  you 
can  see  that  that  proposition  is  almost  certainly  not  so. 

Mr.  (liairman.  assume  that  you  are  a  prospective  inventor,  you  are 
a  corporation  trying  to  determine  whether  to  spend  money  on  re- 
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searcli.  Very  often  you  don't  even  know  wliat  you  are  goinc;  to  come 
up  with.  You  don't  know  whether  what  you  come  up  with  will  be 
patentable  or  not.  It  is  a  very  risky  sort  of  guess  kind  of  operation. 
You  can't  make  a  close  calculation  of  costs  and  benefits.  '\^niat  I  am 
saying  is  this.  The  main  guts  of  the  reward  given  by  a  patent  is  a 
monopoly,  that  is  to  say,  the  right,  if  you  do  get  a  patent,  to  exclude 
anybody  else  from  making,  using  or  selling  the  object  of  that  patent. 
So  if  you  get  something  valuable,  you  can  keep  it  to  yourself  and 
make  very  substantial  profits;  you  get  with  the  patent  law  clearly  the 
right,  if  you  do  not  care  to  exploit  it  yourself,  to  sell  it  to  somebody 
else,  and  if  it  is  valuable  you  get  a  very  large  payment  for  that;  or 
you  can  license  others  for  royalty. 

Xow  this  is  the  main  thing  that  the  patent  gives  you.  "^Iliat  Mr. 
Ward  was  saying  and  what  I  would  second  is  that  it  is  almost 
inconceivable  that  when  anybody  sits  down  to  try  to  decide  whetlier 
he  is  going  to  spend  money  for  research  or  not,  whether  he  is  going  to 
try  to  invent  or  not.  that  that  decision  would  be  affected  by  whether 
he  would  be  able  to  license  with  a  price  fixing  clause  or  license  with 
this  or  license  with  that.  That  is  so  marginal,  that  is  so  marginal  an 
aspect  of  the  potential  patent  reward  it  is  almost  inconceivable  that 
the  handling  of  that  would  make  any  difference  on  the  incentive  to 
invent.  That  is  simply  a  red  herring  in  these  cases.  The  issue  is  not 
whether  a  patentee  should  be  allowed  to  put  restrictions  in  his  license 
in  order  to  cause  him  to  spend  money  on  inventions;  that  isn't  the 
issue  at  all.  There  are  leiritimate  issues  which  you  sort  of  have  to  try 
to  make  your  way  through  on  whether  it  is  better  in  the  public 
interest,  given  the  fact  that  he  can  monopolize,  to  let  him  put  in  these 
restrictions  or  not,  but  it  has  virtually  nothing  to  do  with  the  incen- 
tive to  invent. 

I  think  I  have  talked  about  long  enough,  and  I  will  ask  my  friend 
Mr.  Blake  if  he  would  like  to  add  something  ar  this  pohit. 

Do  you  have  anv  questions  to  me? 

Mr.  Brenxax.  Xo  questions. 

Senator  McClellax.  Thank  you  very  much.  Professor  Blake. 

STATEMEITT  OF  PEOF.  HARLAN  BLAKE,  COLUMBIA  LAW  SCHOOL 

Mr.  Blake.  I  think  I  Avill  be  quite  brief  in  view  of  the  excellent 
exposition  of  the  legal  difficulties  of  this  proposal  that  Alan  Ward 
and  Professor  Turner  have  provided. 

I  would  like  to  make  a  couple  of  points  and  expand  upon  some  of 
the  comments  that  have  been  made. 

First  of  all,  I  very  much  would  like  to  support  Professor  Turner's 
idea  that  ])erhaps  the  Scott  amendments  as  they  are  called  are  mat- 
ters that  should  be  dealt  with  in  a  way  different  from  the  patent 
reform  bill  itself. 

I  would  like  to  call  the  Senator's  attention  to  the  fact  that  I  believe 
it  to  be  the  case  that  in  180  odd  years  that  we  have  had  a  patent  act 
in  this  country,  that  patent  statute  has  nlwnvs  hnd  an  integri'V  and 
did  not  contain  provisions  tliat  deal  directly  witli  the  antitrust  as 
pects  of  patent  licensing. 

The  Scott  amendments  are  quite  novel  in  tliis  sense  that  they  add 
to  the  patent  statute  substantive  provisions  of  a  kind  which  have 


321 

heretofore  thoiio-ht  to  l)e  primarily  concerned  Avith  the  antitrust  laws. 

One  might  imagine  that  these  proposals  -would  come  as  amend- 
ments to  the  Sherman  xVct  or  the  Clayton  Act  rather  than  in  connec- 
tion with  a  large  work  in  an  etfort  to  improve  the  patent  laws.  So  it 
does  in  a  sense  seem  to  me  inappropriate,  and  one  of  the  reasons  I 
suspect  the  problem  is  so  difficult  is  that  this  is  not  a  matter  that  is 
entirely  traditionally  a  part  of  the  work  of  the  i'atent,  Copyright, 
and  Trademark  Subcommittee. 

I  would  like  very  nuich  to  support  also  Professor  Turner's  sugges- 
tion as  to  alternative  legislation.  If  this  committee  does  prefer  to 
proceed  with  antitrust  questions  along  the  lines  of  the  Scott  amend- 
ments or  the  Comraerce  De})artment  proposals.  I  clearly  believe  that 
his  proposal  is  one  that  deserves  serious  attention  and  I  believe  the 
pttblic  interest  would  be  better  served  by  the  kind  of  clarification  and 
codification  that  his  proposal  entails  rather  than  either  of  the  other 
two  proposals  that  you  have  before  the  subcommittee. 

I  would  like  to  say  a  word  or  two  about  the  statement  which  we 
have  presented  to  yoti,  about  the  signatories  to  the  statement  and 
w^hat  it  represents. 

We  did  make  a  study  not  only  of  the  Sf^ott  amendment  proposal 
itself  but  also  the  Commerce  Department  proposals  which  were  avail- 
able to  us  some  months  ago.  Since  those  had  not  been  introduced 
before  the  subcommittee  until  yesterday,  our  statement  deals  only 
with  the  Scott  amendments. 

It  is  our  feeling  that  the  Commerce  Department  alternative  is 
hardly  preferable:  in  some  respects  it  is  perhaps  somewhat  better,  but 
in  many  respects  we  believe  it  to  be  even  less  attractive  than  the  Scott 
amendments. 

The  signatories  to  this  letter,  as  you  may  not  have  had  a  chance  to 
see  as  yet,  constitute  40  law  professors  from  the  major  law  schools 
throughout  this  country.  I  won't  read  the  list  of  the  names  but  I 
would  like 

Senator  McClelt.an.  They  have  been  printed  in  the  record.  They 
are  already  in  the  record. 

Mr.  Blake.  But  I  do  think  it  is  worthwhile  calling  to  the  subcom- 
mittee's attention  that  those  who  have  joined  us  in  this  statement 
constitute,  I  believe  it  is  fair  to  say,  a  substantial  majority  of  the 
active  scholars  in  the  field  of  legal  education  who  specialize  in  patent 
and  antitrust  matters. 

Our  interest  in  this  is  solely  one  of  concern  that  the  public  interest 
would  not  be  served  by  the  adoption  of  the  Scott  amendments. 

I  think  otir  objection  to  the  amendments  are  broadly  two  in  num- 
ber. I  am  not  going  to  rehearse  the  detail  that  has  gone  before.  First 
of  all,  we  find  the  amendments  to  be  very  difficult  to  interpret;  they 
are  drafted  in  such  a  way  that  it  is  difficult  to  understand  how  and 
wh}^  they  came  to  have  the  form  they  have.  It  is  really  impossible  to 
read  them  and  know  with  any  certainty  how  far  their  intrusion  into 
antitrust  policy  extends. 

The  Patent  Bar  Association  proponents  of  the  amendment  stat« 
that  their  intention  is  only  to  codify  and  clarify,  but  as  we  read  the 
amendments  we  think  that  that  statement  is  not  necessarily  accurate. 
The  courts  will  have  great  difficultv  with  the  language  of  those 
amendments.   This   is  true  of  the   Commerce   Department   version 
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equally.  I  think  it  is  very  difficult  to  predict  what  courts  will  over  the 
years  do  in  trying  to  apply  and  provide  interpretations  of  these  stat- 
utes. The  amendments  thus  certainly  will  not  elucidate  or  clarify  the 
law  and  they  are  not  codification  of  the  law. 

Our  second  broad  objection  is  substantive.  As  Professor  Turner  has 
pointed  out,  there  is  no  empirical  evidence  that  has  come  to  any  of 
our  attention  to  suggest  that  giving  patent  owners  a  broader  range  of 
alternatives  with  respect  to  restrictive  licensing  practices  would  have 
any  important  eti'ect  on  productivity,  technological  development,  in- 
vention, innovation,  or  any  of  the  policies  that  the  patent  law  as  such 
is  intended  to  support. 

There  is  no  empirical  data  that  I  know  of,  and  I  have  looked  hard 
for  it,  to  suggest  that  this  kind  of  legislation  would  have  any  benefi- 
cial effect  of  that  kind  in  terms  of  the  public  interest. 

The  very  few  studies  that  I  have  seen,  and  there  are  a  few,  suggests 
that  patenting  or  the  possibility  of  patenting  ranks  very  low  in  terms 
of  corporate  decisions  with  respect  to  research  and  development. 

Now,  that  is  not  a  subject  that  we  have  explored  in  detail  in  our 
statement  but  I  think  it  is  important  that  the  burden  of  proof  be  on 
those  who  would  argue  that  these  kinds  of  exemptions  to  the  antitrust 
laws  should  be  granted  on  public  policy  grounds. 

The  second  point,  and  that  has  also  been  made,  is  that  we  know 
perfectly  well  what  the  costs  will  be.  The  possible  benefits,  if  any,  are 
very  speculative,  but  the  costs  are  quite  clear.  If  Congress  were  to 
grant  this  exemption  to  the  antitrust  laws,  as  ]Mr.  Ward  has  told  us, 
the  result  would  clearly  be  greater  facility  in  the  establishment  of 
price-fixing  cartels  and  agreements  and  arrangements  among  compet- 
itors using  weak  patents  as  a  facade  for  licensing  arrangements 
whose  primary  thrust  is  anticompetitive.  We  have  had  experience 
with  this  in  the  early  days  of  antitrust  legislation. 

We  know  what  the  costs  of  that  will  be  to  the  efficient  functioning 
of  our  economic  system  and  in  terms  of  higher  prices  to  consumers. 

I  think  that  is  all  I  would  like  to  say  at  this  time. 

Senator  McClellax.  Thank  you  very  much. 

Do  you  have  any  questions  ? 

Mr,  Brennan,  No,  Mr,  Chairman. 

Senator  McClellan,  Thank  you,  gentlemen. 

Mr,  Stanley  M,  Clark,  Patent  Counsel,  Firestone  Tire  and  Eubber 
Co.,  and  Mr.  Martin  Adelman,  Attorney,  Birmingham,  Mich, 

How  do  you  wish  to  proceed  ?  Do  you  have  statements  ? 

ISIr,  Brennan.  Yes,  we  have. 

Senator  McClellan,  Each  of  you  have  statements. 

STATEMENT  OF  STANLEY  M.  CLAKK,  PATENT  COUNSEL,  FIKESTONE 

TIRE  &  RUBBER  CO. 

Mr,  Clark.  Yes. 

Mr,  Adelman,  Yes,  I  do. 

Senator  McClellan,  They  may  be  printed  in  the  record  in  full  and 
we  will  be  glad  to  have  you  highlight  them, 

ISIr,  Clark.  I  will  highlight.  I  will  be  just  as  brief  as  I  can,  I  want 
to  thank  you  for  the  opportunity  of  testifying  here  today,  I  also  want 
to  make  mention  that  my  company  also  has  operations  in  your  great 
State  at  Magnolia  and  Prescott  for  another. 
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Senator  McClellax.  Magnolia  is  a  great  town.  I  was  down  there 
recently  and  spoke  to  the  chamber  of  commerce  and  I  recall  your 
operation  there.  That  is  a  growing  area  of  this  Nation,  all  of  Arkan- 
sas. When  you  industrialists  find  that  out  we  have  room  for  you. 

Mr.  Clark.  It  offers  a  great  opportunity,  we  think. 

Senator  McClellax.  All  right. 

Mr.  Clark.  I  am  going  to  highlight  my  remarks.  I  wish  I  had  more 
time  but  I  realize  the  pressure  of  time. 

Senator  McClellax.  I  won't  crowd  you  too  much. 

Mr.  Clark.  All  right,  but  I  Avill  be  brief. 

Senator  McClellax.  We  are  not  trying  to  shortchange  anyone.  We 
have  a  burden  of  work  and  whenever  we  can  we  will  expedite  it. 

JNIr.  Clark.  I  have  been  a  member  of  the  Patent  Bar  and  have  been 
in  practice,  both  private  and  corporate  practice,  since  the  end  of 
World  War  II.  I  have  seen  many  changes  in  this  world  in  these  past 
25  years ;  we  all  have.  It  has  been  a  very  rapidly  changing  world.  The 
growth  of  teclinology  has  been  almost  explosive  in  its  nature,  and  I 
think  it  will  be  even  more  so  in  the  next  few  years. 

It  is  in  that  same  period  of  time  that  the  doctrine  of  patent  misuse 
has  come  to  full  flower  and  it  seems  strange  to  me  that  one  can  argue 
that  the  doctrine  of  patent  misuse  acts  as  an  inhibition  upon  techno- 
logical innovations.  That  argument  just  does  not  make  sense. 

The  doctrine  of  patent  misuse  has  come  about  on  a  case  by  case 
method  by  the  courts  rather  than  by  legislation.  At  the  same  time 
there  has  been  a  great  growth  of  our  industries. 

For  example,  during  the  period  of  the  court  development  of  the 
case  law  of  patent  misuse  we  have  seen  Polaroid  Corp.  come  into 
being,  really  grow  to  its  present  state.  We  have  seen  the  Xerox  Corp.; 
Texas  Instruments  is  another. 

In  my  written  statement  I  noted  that  from  1058  until  1009  that  the 
annual  sales  of  Texas  Instruments  rose  from  less  than  $5  million  to 
$831  million  and  that  net  income  rose  from  $56;5,000  to  $333  million 
and  that  the  assets  rose  from  $15  million  to  $526  million. 

This  is  a  remarkable  growth  and  it  took  place  in  the  absence  of  the 
proposed  legislation.  It  is  a  growth  that  came  about  even  though  the 
Scott  amendments  were  not  present  to  act  as  an  umbrella  to  such 
companies.  It  is  quite  obvious  that  industry  didn't  need  the  Scott 
amendments  during  the  past  decades,  and  these  industrial  concerns 
and  all  others  will  not  need  the  Scott  amendments  or  similar  legisla- 
tion in  the  future.  I  noted  in  the  testimony  yesterday  that  the  Cam- 
eron Iron  AVorks  had  a  growth  of  100  times  in  that  same  period. 

So  I  submit  that  economics,  as  well  as  my  own  experiences  and 
observations  teach  that  the  doctrine  of  patent  misuse  with  its  limita- 
tions upon  unfair  licensing  practices  has  not  operated  as  a  bar  to 
innovative  creation  and  I  am  convinced  it  will  not  do  so  in  the 
future. 

Furthermore,  I  think  the  world  is  changing  so  rapidly  that  we 
should  not  freeze  our  law,  as  several  proponents  of  the  Scott  amend- 
ments urged  yesterday.  I  think  we  should  leave  it  to  the  courts  to 
work  it  out  according"  to  the  basic  principles  of  equity. 

Senator  McClellax.  On  that  basis,  how  can  a  lawyer  advise  his 
client,  if  he  has  to  simply  guess,  and  a  lot  of  that  has  to  be  done 
anyway,  as  to  what  the  teupreme  Court  is  going  to  say  about  this  i 
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Mr.  Clark.  Well,  there  are  thousands  of  licenses  that  are  executed 
every  year,  so  somebody  must  think  they  know  what  they  are  doing, 
sir. 

Senator  McClellan.  If  everybody  has  to  guess,  that  happens  in  the 
practice  a  great  deal  anyway  because  no  one  can  be  sure  that  what 
the  Supreme  Court  says  today  they  will  say  the  same  thing  tomorrow. 
We  have  that  uncertainty  already.  But  is  it  not  good  policy,  govern- 
ment policy  not  just  in  this  area  but  in  all  areas  of  the  hiw  to  spell  it 
out  insofar  as  it  is  practical  to  do  it,  that  is,  to  spell  out  the  guidelines 
by  which  the  administration  of  the  law  can  proceed  and  also  the 
interpretation  that  is  to  be  given  to  it  ? 

]Mr.  Clark.  If  possible,  yes,  I  agree  with  that,  but  I  think  that 
legislation  cannot  attempt  to  answer  our  future  problems  on  a  case  by 
case  basis.  I  think  that  is  particularly  one  of  the  disadvantages- 
Senator  McClellan.  I  agree  v.ith  you  on  a  case  by  case  it  cannot. 
But  insofar  as  it  can  lay  down  the  ground  rules  and  the  principles, 
should  it  not  do  so  ? 

Mr.  Clark.  If  it  does  so  in  language  which  is  clear. 

Let  me  make  a  point  here  that  legislation 

Senator  McClellan.  I  can  understand  that,  that  it  ought  to  be  as 
clear  and  concise  as  it  can  be  written. 

Mr.  Clark.  And,  it  ought  to  be  in  such  terms  that  the  proponents 
cannot  argue  one  interpretation  to  the  Congress  and  then  at  a  later 
date  argue  another  interpretation  to  the  courts.  And  to  some  extent 
that  was  done  in  the  last  patent  bill  and  my  grave  doubt  about  the 
Scott  amendments  is  that  the  language  is  such  that  this  is  not  p.n 
attempt  to  codify  the  law,  as  the  proponents  contend;  but  it  is  in- 
tended to  change  the  law. 

Senator  McClellan.  I  realize  in  an  area  as  complicated  as  patent 
law  it  is  simply  impossible  to  write  a  statute  that  would  cover  every 
situation  that  may  arise.  If  you  could  clearly  interpret  it  to  cover 
every  situation  that  might  arise  then  the  courts  have  to  be  able  to 
reckon  with  it  and  have  to  be  appealed  to  many  times  for  interpreta- 
tion of  what  is  tlie  law  and  what  is  equity  and  justice  between  the 
parties. 

Mr.  Clark.  Then,  sir,  let's  look  at  the  Scott  amendments  from  two 
viewpoints.  The  proponents  have  said  they,  the  Scott  amendments — I 
use  these  as  a  shorthand  term — are  intended  to  codify  the  present  law 
and  no  more  than  that.  Then  I  suggest  it  be  made  clear  in  the  amend- 
ments that  that  is  their  purpose. 

Senator  McClellan.  Do  you  think  they  do  that  ? 

Mr.  Clark.  No;  I  think  they  go  beyond  that,  and  how  far  beyond 
and  in  what  direction  I  can't  tell  and  I  don't  think  anyone  else  can. 

Senator  McClellan.  Is  the  overall  patent  law  and  the  ramifica- 
tions involved  in  the  patent  system,  is  it  so  complex  that  we  simply 
can't  have  a  clear  presentation  of  the  record  of  the  interpretation  of 
what  the  law  is  and  what  it  should  be  ? 

Mr.  Clark.  I  think  the  patent  bar  today  knows  what  the  law  is.  I 
think  there  is  a  disagreement  and  a  fear  as  to  what  it  should  be.  I 
think  that  is  the  problem.  I  think  this  legislation  is  offered  through 
fear  which  is  unjustified. 

Senator  McClellan.  Through  what  ? 
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Mr.  Clakk.  Through  fear  of  the  future  which  is  unjustified. 

Senator  JMcClellax.  I  see. 

iNIr.  Clark.  Furthermore,  I  think  that  many  of  tlie  problems  tliat  I 
have  faced  and  which  I  think  many  businessmen  face  are  involved 
with  the  enforcement  of  patents  and  the  tremendous  cost  and  the 
coercive  effect  of  patents,  especially  invalid  patents. 

Xow,  I  have  stated  that  the  cost  of  major  patent  litigation  to  a 
major  (■ori:)()ration  probably  would  be  in  the  order  of  a  million  dol- 
lars, and  this  means  that  if  a  corporation  is  faced  with  an  invalid 
patent  it  has  to  expect  to  spend  that  kind  of  money  to  challenge  the 
patent. 

Senator  ^McClellan.  Spend  a  million  dollars  to  do  what  ? 

j\Ir.  Clark.  To  defend  against  an  invalid  patent. 

Senator  McClellax.  To  defend  a  patent  and  its  challenge? 

jNIr.  Clark.  That  is  right.  You  questioned  Mr.  McLaren  yesterday 
about  why  so  many  patents  were  declared  invalid  by  the  courts  and 
why  there  was  a  double  standard  of  invention  as  between  the  courts 
and  the  Patent  Office. 

I  don't  tiiink  there  is  a  double  standard.  I  think  that  ISIr.  McLaren 
was  correct  when  he  said  that  the  courts  have  more  information  to 
judge  a  patent  than  the  Patent  Office  has  during  the  prosecution  of 
the  application  leading  to  the  issuance  of  the  patent. 

I  will  add  to  these  remarks  very  briefly  if  I  may,  I  think  the 
prosecution  of  the  patent  application  is  a  one-sided  struggle.  The 
inventor,  more  particularly  his  patent  counsel,  has  the  time  and  the 
opportunity  and  the  incentive  far  beyond  the  overworked  joatent 
examiner  and  he  also  has  the  knowledge  of  the  art  and  of  the  indus- 
try which  the  examiner  does  not  have;  and  Avhen  you  add  all  this 
together  it  is  an  unfair  struggle  and  this  is  why  I  would  lend  support 
to  the  Department  of  Justice  position  that  the  oath  of  the  inventor 
ought  to  be  restored  to  the  proposed  patent  bill  and  that  the  burden 
should  be  upon  the  applicant  to  be  fully  candid  with  the  Patent  Office, 

Senator  McClellax.  You  think  the  law  does  not  require  that  now? 

Mr.  Clark.  I  don't  think  it  does  now,  no,  sir. 

Senator  McClellax.  If  it  is  intended  to  it  has  a  lot  of  loopholes  in 
it :  is  that  correct  ? 

Mr.  Clark.  That  is  correct.  I  would  suggest  that  the  burden  also  be 
placed  not  only  upon  the  inventor  but  upon  the  lawyer  that  is  repre- 
senting him.  At  present  the  burden  is  only  upon  the  inventor. 

Senator  McClellax.  ^Vliy  upon  the  laAvyer  ? 

Mr.  Clark.  Because  often  the  lawj-er  Icnows  more  about  the  prior 
art  and  is  the  only  contact  with  the  Patent  Office.  Once  the  inventor 
signs  an  oath,  which  he  doesn't  understand,  to  a  patent  application 
which  he  usually  can't  interpret,  then  he  is  through  with  the  whole 
procedure  and  you  never  hear  from  him  again. 

Senator  McClellax.  But  if  the  applicant  testifies  or  signs  a  false 
oath  knowing  it  is  false,  maybe  his  attorney  doesn't  know  that. 

M]:.  Clark.  That  may  be  true.  That  may  be  true. 

Senator  IMcClellax.  I  don't  think  the  attorney  should  be  held  re- 
sponsible for  that. 

Mr.  Clark.  Xo;  but  I  think  perhaps  the  attorney  ought  to  be 
required  on  his  own  to  make  a  full  statement  of  the  prior  art  as  he 
knows  it  to  the  Patent  Office. 
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Senator  McClellan.  In  other  words,  you  would  put  a  burden  on 
the  attorney  not  to  rely  upon  the  information  supplied  him  by  his 
client? 

Mr.  Clark.  I  would  say  if  that  is  the  only  information  he  has  he  is 
entitled  to  rely  upon  it,  but  that  if  an  attorney  has  additional  infor- 
mation, which  he  often  has,  sometimes  these  attorneys  are  as  expert  as 
the  inventors  in  the  art  and  as  knoAvledgeable  as  the  inventor  in  the 
art,  he  should  disclose  that  information  to  the  Patent  Office. 

Senator  McClellan.  If  he  has  additional  information  maybe  he 
should  rely  on  it  or  shouldn't,  I  don't  know.  But  I  wonder  how  far  we 
are  going  and  I  am  not  arguing  against  it  at  the  moment,  I  am  just 
trying  to  clarify  what  you  are  recommending  with  respect  to  placing 
an  additional  burden  upon  attorneys.  Attorneys  should  not  be  permit- 
ted to  permit  fraud  or  to  mislead,  willfully  mislead  the  court  or  in 
this  instance  the  Patent  Office,  but  I  know  that  attorneys  are  often 
misled  by  their  clients  and  how  much  a  burden  you  put  upon  them  or 
you  are  attempting  to  put  upon  them,  they  have  to  check  the  veracity 
and  reliability  of  their  own  clients.  Would  you  go  that  much  farther 
now? 

Mr.  Clark.  I  am  not  suggesting  that.  I  am  saying  he  is  entitled  to 
rely  upon  what  his  client  tells  him.  I  suggest  if  he  has  additional 
information  he  should  volunteer  it  himself. 

Senator  McClellan.  Yes ;  if  he  has  additional  information  and  the 
client  has  not  submitted  it  he  shouldn't  withhold  that  from  the  Pat- 
ent Office? 

Mr.  Clark.  That  is  correct. 

Senator  McClellan.  That  is  what  you  are  saymg  ? 

Mr.  Clark.  Yes. 

Senator  McClellan.  I  think  that  is  not  unreasonable  at  all.  It 
might  be  proper. 

]Mr.  Clark.  Let  me  make  one  other  point  as  to  why  so  many  patents 
are  declared  invalid  by  the  courts,  and  that  is  because  the  risks  of 
litigation  are  so  great  the  good  patents  don't  get  to  the  courts.  People 
take  licenses  because  they  don't  want  to  undergo  the  risks  and  the 
costs  of  patent  litigation. 

To  subject  yourself  as  an  accused  infringer  to  the  risks  and  to  the 
cost  of  a  major  litigation  and  the  harassment  and  the  pain  and  the 
anguish,  you  have  got  to  be  pretty  sure  that  the  patent  is  invalid  or 
you  won't  subject  yourself  to  that,  and  that  is  one  reason  why  courts 
have  struck  down  so  many  patents.  A  patent  is  not  challenged  imless 
somebody  has  a  pretty  good  idea  that  it  is  invalid  and  is  willing  to 
put  their  money  back  of  their  conviction  the  patent  is  invalid. 

Senator  McClellan.  Off  the  record. 

(Discussion  off  the  record.) 

lilr.  Clark.  Let  me  say  I  am  not  making  a  shotgun  attack  upon  the 
patent  bar.  These  instances  of  fraud  on  the  Patent  Office  are  probably 
few,  but  when  they  do  occur  they  can  be  very  serious,  very  oppressive. 

I  would  like  to  make  just  one  or  two  more  points  if  I  may.  As  I 
listened  to  the  testimony  here  I  think  there  is  considerable  common 
ground  between  the  proponents  and  the  opponents.  I  think  it  is  pretty 
hard  to  find  a  difference  on  many  points. 

I  would  like  to  emphasize  that  it  should  be  made  clear,  if  not  in 
these  hearings,  then  in  the  language  of  the  statute  itself,  that  there  is 
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no  intent  to  remove  patent  owners  and  their  transactions  in  patents 
from  the  scope  of  the  antitrust  laws.  I  don't  think  anybody  really' 
seriously  makes  that  contention.  Certainly  the  proponents  of  the 
Scott  amendments  have  not  made  any  such  contention  in  these  hear- 
ina^s.  But  if  it  is  not  clear,  and  the  congressional  intent  is  not  clear  on 
that  point,  then  I  think  that  the  language  of  the  proposed  legislation 
should  be  clarified. 

I  think  it  is  clear,  at  least  to  me,  that  the  antitrust  laws  still  apply 
in  the  patent  field  in  spite  of  the  present  language,  but  there  may  be 
some  doubt  and,  if  so,  that  doubt  ought  to  be  resolved. 

I  have  just  one  more  point.  It  has  to  do  with  the  Clean  Air  Act  of 
1970  and  I  am  going  to  take,  I  suppose,  a  very  strong  minoritj'' 
position.  I  tlimk  a  patentee  is  entitled  to  be  rewarded  to  a  degree 
which  is  measured  by  his  contribution  in  a  free  market. 

One  of  the  gentlemen  said  yesterday  that  one  of  the  great  costs  of 
exploiting  an  invention  was  developing  a  market.  That  was  perhaps 
the  greatest  cost. 

Now,  where  you  have  a  Federal  law  or  regidation  which  intervenes 
to  make  the  development  of  the  market  unnecessary  but  makes  the 
use  of  such  an  invention  compulsory  in  order  to  meet  a  pressing 
public  need,  then  it  seems  to  me  tiiat  compulsory  licensing  at  a 
reasonable  royalty  with  the  safeguards  of  the  Clean  Air  Act  is  a 
perfectly  proper  way  to  meet  the  problem. 

This  is  nothing  new.  Both  Congress  and  the  courts  have  in  similar 
situations  denied  a  patentee  his  right  of  excluding  others  from  the 
use  of  his  invention  and  left  him  to  a  reasonable  royalty.  Congress 
did  just  that,  in  a  large  measure,  to  even  a  greater  measure  in  the  field 
of  atomic  energy.  They  have  done  so  in  Government  contracts,  and 
the  courts  have  done  so  in  a  number  of  cases. 

I  think  that  where  there  are  reasonable  regulations  and  safeguards, 
as  are  present  in  the  Clean  Air  Act  of  1970,  that  compulsory  licensing 
is  a  perfectly  proper  way  of  dealing  with  a  public  need. 

I  think,  too,  that  if  we  repeal  section  308  of  the  Clean  Air  Act  we 
will  set  a  dangerous  precedent  and  it  is  unnecessary  to  set  such  a 
precedent  now  and  in  doing  so  we  might  impose  greater  burdens 
upon  both  business  and  the  public. 

Let  me  give  you  one  example  in  our  own  company.  "We  face  a 
problem,  we  think,  of  disposing  of  scrap  tires.  "We  went  to  the  (tov- 
ernment  department  that  was  running  coke  ovens  in  Pittsburgh  and 
we  paid  a  full  market  price  for  the  use  of  those  coke  ovens  to  see  if 
we  could  subject  tires  to  destructive  distillation  and  produce  useful 
byproducts. 

"  One  of  the  provisions  which  the  Government  imposed  upon  us  for 
the  use  of  those  coke  ovens,  even  though  we  had  paid  a  full  monetary 
value  for  their  use,  was  to  grant  others,  all  applicants,  a  license  at  a 
reasonable  royalty  under  any  patent  that  might  result,  and  we  had  no 
hesitation  in  doing  so  even  without  the  requirements  of  a  statute. 

It  seems  to  me  when  companies  are  willing  to  grant  such  licenses 
voluntarily,  they  can  hardly  object  when  a  statute  requiring  such  a 
grant  is  proposed. 

There  are  many  things  I  would  like  to  say,  Mr.  Chairman,  but  I 
realize  time  is  pressing  and  I  will  close  now. 


Senator  McClellan,  If  you  like  you  may  file  a  reasonable  supple- 
mental statement  to  what  you  have  said  here  for  the  record.  I  hope 
you  had  a  prepared  statement. 

]Mr.  Clakk.  I  had  a  statement  and  I  think  I  would  like  to  supple- 
ment it  if  I  might. 

Senator  McClellan.  All  right.  In  the  next  few  days  if  you  wish  to 
supplement  it  that  space  will  be  reserved  in  the  record  here. 

I  will  ask  the  reporter  to  reserve  space  here  for  the  supplemental 
statement  so  it  will  all  appear  together. 

My.  Clakk.  Thank  you,  sir. 

(The  statement  referred  to  follows :) 

Statement  of  Stanley  M.  Clark  Opposing  Enactment  of  S.  643 

This  statement  generally  opposing  enactment  of  the  so-called  Scott  Amend- 
ments is  an  expression  of  my  personal  views  and  does  not  necessarily  reflect 
those  of  my  employer ;  it  is  based  upon  my  experience  and  training  as  summa- 
rized below. 

I  respectfully  request  that  this  statement  be  filed  as  part  of  the  record  in  the 
Hearings  held  in  connection  with  the  proposed  legislation. 

I  am  a  registered  Professional  Engineer  and  have  been  a  member  of  the  Bar 
of  the  State  of  Ohio  for  25  years  and  have  been  admitted  to  practice  before  the 
United  States  Patent  Office  for  almost  that  period  of  time,  ily  practice  has 
generally  been  limited  to  the  practice  of  patent  law,  including  five  years  with  a 
private  law  firm  in  Cleveland,  Ohio,  and  the  last  21  years  in  the  Patent  Law 
Department  of  an  industrial  company.  I  have  been  Chief  Patent  Counsel  of  this 
company  for  the  past  12  years.  During  the  course  of  these  years,  I  have  had 
what  I  would  regard  to  be  extensive  experience  in  the  licensing  of  patents  and 
in  patent  litigation,  both  in  the  United  States  and  in  foreign  countries. 

I  have  a  deep  intei-est  in  the  patent  system ;  I  believe  in  the  patent  system : 
and  I  have  an  earnest  hope  and  desire  that  our  patent  system  will  be  improved 
to  accommodate  itself  to  a  radically  changed  and  changing  world.  For  this 
reason  I  generally  oppose  the  enactm.ent  of  the  Scott  Amendments. 

For  the  convenience  of  the  reader  this  statement,  following  these  preliminary 
remarks  is  divided  into  two  sections :  first,  an  outline  of  the  main  points  which  I 
desire  to  make,  entitled  "I.  SUMMARY  OUTLINE"  ;  and  second,  some  comments 
on  such  points  in  correspondingly  numbered  paragraphs,  this  being  entitled  "II. 
DETAILED  COMMENTARY". 

I.    SUMMARY   OUTLINE 

The  first  portion  of  this  statement  will  confine  itself  to  the  following  topics 
listed  in  outline  form  for  the  convenience  of  the  Committee  and  amplified  in 
somewhat  greater  detail  by  succeeding  sections  having  corresponding  numbers. 

1.  In  my  opinion,  the  Scott  Amendments  offer  patent  ov^aiers  an  opportunity  to 
work  incalculable  mischief  upon  the  business  world.  In  spite  of  all  the  protesta- 
tions of  the  proponents  to  the  contrary,  the  language  of  the  sections  in  question, 
and  the  interpretations  of  them  which  will  be  urged  upon  the  courts  could  well 
revive  such  practices  as  exclusionary  patent  pools,  division  of  markets,  price-fix- 
ing, discriminatory  licensing  practices,  control  of  the  terms  and  conditions  of  the 
resale  of  goods,  extension  of  patents  to  unpatented  goods,  and  control  of 
matters  beyond  the  scope  and  term  of  patents.  The  opportunities  for  the  misuse 
and  abuse  of  patents  will  be  greatly  enlarged — all  to  the  detriment  of  legitmate 
businesses — and  likewise  to  the  detriment  of  the  public.  The  risks  of  this 
legislation  as  presently  constituted  far  outweigh  the  speculative  benefits. 

2.  The  language  of  the  Scott  Amendments  is  vague  (and,  I  think,  deliberately 
so)  and  accordingly  they  are  objectionable  and  will  create  uncertainty  which  is 
completely  contrary  to  their  stated  purpose  of  bringing  "certainty"  into  the  law. 

3.  Patents  as  a  forna  of  property  and  dealings  in  and  transactions  involving 
patents  should  not  be  granted  legislative  immunity  from  the  antitrust  laws.  It 
.should  be  made  clear  that  the  proposed  legislation  is  not  intended  to  grant  such 
immunity,  in  whole  or  in  part. 

4.  The  existing  case  law  on  patent  misuse  does  not  constitute  an  impediment 
to  "innovative  efforts".  Witness  the  parallel  growth  of  the  misuse  doctrine  and 
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the  oonfmrrent.  amost  explosive  growth  of  technology.  Accordingly,  the  Scott 
Amendments  are  unnecessary  to  achieve  their  stated  i)un)ose. 

5.  The  Scott  Amendments,  if  they  are  intended  to  codify  the  existing  case  law 
on  patent  misuse,  which  their  proponents  state  is  their  pui-pose,  are  unnecessary. 
If  they  are  not  intended  to  codify  the  existing  case  law,  then  the  language 
should  be  clarified  and  it  should  be  made  clear  just  how  and  to  what  extent  the 
case  law  is  to  be  modified. 

6.  Legislation  which  would  inhibit  further  development  of  case  law  in  the 
field  of  "patent  misuse"  is  not  desirable.  The  courts  should  be  free  to  handle 
such  problems  in  the  light  of  the  rapidly  changing  economic  conditions  and 
business  practices,  and  in  accordance  with  established  equitable  principles. 

7.  As  to  certain  specific  practices  to  which  the  Scott  Amendments  are  ad- 
dressed, there  are  two  such  practices  under  existing  case  law  (both  of  which  are 
presently  permissible)  which  I  believe  should  be  expressly  forbidden;  namely: 

(a)  A  patentee  should  not  be  allowed  to  discriminate  between  his  licensees. 

(b)  Licenses  under  U.S.  patents  should  not  be  geographically  restricted. 

S.  I  believe  the  intent  of  §  301 — the  so-called  "•pre-emption"'  clause — is  proper, 
but  in  my  opinion,  enactment  of  the  section  is  premature  and  unnecessary  and  as 
drafted,  may  create  confusion  and  uncertainty. 

9.  The  proposed  repeal  of  §  308  of  the  Clean  Air  Amendment  Act  of  1970  is 
undesirable.  The  "compulsory"  licensing  conditions  of  §  308  are  reasonable  and 
find  precedent  in  other  legislation  and  in  the  existing  case  law  as  well. 

II.  DETAILED  COMilEXTARY 

1.  As  Stated  above,  it  is  my  opinion  that  the  Scott  Amendments  offer  patent 
owners  an  opportunity  to  work  incalculable  mischief  upon  the  business  world. 
In  spite  of  all  the  protestations  of  the  proponents  to  the  contrary,  the  language 
of  the  sections  in  question,  and  the  interpretations  of  them  which  will  be  urged 
upon  the  courts  could  well  review  such  practices  as  exclusionary  patent  pools, 
division  of  markets,  price-fixing,  discriminatory  licensing  practices,  control  of  the 
terms  and  conditions  of  the  resale  of  goods,  extension  of  patents  to  unpatented 
goods,  and  control  of  matters  beyond  the  scope,  and  term  of  patents. 

The  opportunities  for  the  mis-use  and  abuse  of  patents  will  be  greatly 
enlarged — all  to  the  detriment  of  legitimate  businesses — and  likewise  to  the 
detriment  of  the  public.  The  risks  of  this  legislation  as  presently  constituted  far 
outweigh  the  speculative  benefits. 

The  proposed  legislation  fails  to  take  into  account  the  coercive  power  of  a 
patent  whether  valid  or  invalid.  The  cost  of  patent  litigation  is  phenomenal.*  Its 
risks  are  colossal.  Rather  than  incur  such  costs  and  run  such  risks,  a  business 
man  faced  with  the  threat  of  an  infringement  suit  may  very  well  accept  the 
imposition  of  one  or  more  of  the  misuses  mentioned  above  as  an  alternative  to 
patent  litigation.  A  small  business  man  not  invited  to  join  a  '"patent  club"  on 
equal  terms  will  be  frozen  out  completely.  He  will  have  no  choice. 

This  leads  to  another  criticism  of  the  amendments.  They  do  not  give  a  licensee 
a  practical  opportunity  to  challenge  the  validity  of  a  patent. 

I  would  much  prefer  legislation  permitting  any  person,  including  a  licensee, 
to  challenge  the  validity  of  a  patent,  even  while  claiming  rights  under  a 
license,  since  the  right  to  challenge  a  patent  would  permit  a  business  man  to 
take  such  action  without  incurring  inordinate  risks  and  the  same  right  to 
challenge  a  patent  would  represent  the  pul)lic  good  as  contrasted  to  the  private 
rights  between  the  parties  that  are  directly  involved. 

Lastly,  I  have  said  many  times  that  no  matter  how  often  business  men  ""cuss 
out"  the  anti-trust  laws,  they  would  be  the  first  to  protest  the  repeal  of  such 
laws.  They  value  the  protection  accorded  to  the  conduct  of  their  business  by  the 
laws.  Likewise,  business  men  do  not  oppose  the  doctrines  of  "patent  misuse". 
Once  they  undenstand  such  doctrines  they  recognize  that  the  doctrines  provide 
them  the  necessary  freedom  to  conduct  their  businesses  free  from  threat  and 
intimidation.  Once  businessmen  understand  the  Scott  Amendments  they  will 
•"cuss  them  out"  but  this  time  they  would  really  mean  it.  Business  does  not  need 
nor  does  it  want  the  Scott  Amendments.  Only  the  would-be  ""sinners"  in  the 
"patent  jungle"'  desire  this  legislation. 

2.  The  vagueness  of  the  language  of  the  Scott  Amendments  seems  to  be  the 
one  area  in  which  both  the  proponents  and  opponents  of  the  legislation  are  in 


♦Major  patent  litigation  today  will   almost  surely   exceed   .<!1,000, 000.00   in   attorneys' 
fees  and  other  costs,  for  each  party. 
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agreement.  This  criticism  alone  should  be  sufficient  reason  to  reject  the  proposed 
sections. 

In  a  recent  meeting  of  the  Patents  Subcommittee  of  the  Anti-trust  Section  of 
the  ABA  in  Washington  it  was  conceded  by  the  proponents  that  the  language 
needed  clarification. 

In  the  "legislative  Summary"  recently  issued  by  the  Chamber  of  Commerce  of 
the  United  States  the  statement  is  made  : 

"Others  who  support  the  proposal  [the  Scott  Amendments]  are  also  concerned 
with  the  underlying  principle  of  reasonableness,  rather  than  the  precise  lan- 
guage of  the  Amendment"  [my  emphasis.] 

Yet  the  "precise  language"  is  one  of  those  things  we  should  be  concerned  with. 
To  the  extent  the  language  is  imprecise,  then  to  that  extent  the  Congressional 
intent  will  be  imprecise  and  that  ambiguity  will  give  the  courts  great  difficulty 
in  applying  the  legislation  to  particular  cases. 

One  of  the  avowed  purposes  of  the  Amendments  is  "to  remove  confusion"  in 
the  field  of  patent  uses  (and  misuses).  The  present  language  fails  at  the  outset 
to  achieve  this  result.  Instead  of  certainty,  it  will  bring  uncertainty.  Instead  of 
removing  confusion,  it  will  introduce  added  confusion.  Instead  of  clarifying,  it 
will  obscure  the  Congressional  intent. 

Legislation  must  necessarily  be  drafted  in  succinct  and  general  terms,  but  it 
should  not  be  knowingly  (and  possibly  deliberately)  vague.  Legislation  should 
not  be  in  such  terms  as  to  enable  the  proponents,  especially  the  patent  bar,  to 
argue  one  construction  to  the  Congress  and  after  passage,  enable  the  same  bar  to 
argue  another  construction  and  another  Congressional  intent  to  the  courts. 

My  fear  is  that  is  just  what  is  happening  today  with  these  Amendments  as 
drafted.  The  difficulty  should  be  recognized  and  corrected  now.  It  should  not  be 
left  to  the  courts  to  resolve  at  a  later  time. 

3.  As  to  the  anti-trust  laws,  the  Legislative  Summary  of  the  National  Cham- 
ber of  Commerce  referred  to  above,  supporting  the  Scott  Amendments  also  made 
the  following  statement : 

"There  have  been  implications  of  a  sinister  intent  to  make  patent  owners 
immune  from  the  anti-trust  laws.  But  the  actual  intent  is  to  make  clear  that 
dealings  with  patent  property  should  be  treated  under  the  anti-trust  laws  like 
dealings  with  other  property — according  to  reasonableness" 

If  that  fairly  expresses  the  position  of  the  proponents  of  the  Scott  Amend- 
ments— "fine"  I  agree  fully  and  would  suggest  that  appropriate  language  be 
added  to  make  this  perfectly  clear — that  it  is  not  the  intent  of  this  Congress  to 
immunize  dealings  in  patents  in  any  manner  or  in  any  degree  from  the  anti-trust 
laws. 

4.  As  to  "innovative  efforts",  the  existing  case  law  on  "patent  misuse"  has  not 
during  the  course  of  its  development  and  it  presently  does  not  now  constitute  an 
impediment  to  "inventive  efforts"  or  to  the  commercial  exploitation  of  inven- 
tions. 

Within  the  last  few  days,  I  have  received  telephone  calls  from  the  chief 
patent  counsels  of  two  large  corporations  remonstrating  with  me  for  the  stand 
that  I  have  personally  taken  in  opposing  the  Scott  Amendments. 

During  our  discussions  both  of  these  chief  counsel  expressed  their  agreement 
with  the  conclusion  stated  in  the  opening  paragraph  of  this  section.  (Inciden- 
tally, as  the  discussions  progressed  these  same  patent  counsel  expressed  agree- 
ment with  most,  but  not  all,  of  the  other  points  which  I  have  raised  in  this 
statement.) 

Based  upon  my  experience  and  personal  observations,  I  am  sure  that  most 
corporations  will  continue  to  support  their  research  efforts  under  present  condi- 
tions, absent  the  Scott  Amendments.  I  am  certain  that  private  research  institu- 
tions, the  colleges  and  vuiiversities,  and  the  United  States  Government  and  other 
government  agencies  will  also  continue  their  research  efforts  in  such  a  legal 
environment.  In  fact,  none  of  these  organizations  need,  and  most  of  them  do  not 
desire,  the  right  to  grant  restrictive  licenses  or  to  indulge  in  patent  misuse  or  to 
knowingly  enforce  invalid  patents.  Their  research  and  development  work  goes  on 
for  many  reasons  and  the  hope  of  reward  through  patents  is  only  one  of  such 
reasons ;  and  this  hope  of  reward  through  patents  can  be  and  today  usually  is 
realized  through  royalties  obtained  from  non-exclusive  licenses  granted  freely  to 
all  re.sponsible  applicants.  As  for  the  "attic  inventor",  he  would  be  quite  content 
to  be  rewarded  in  the  same  manner ;  he  is  not  motivated  in  his  inventive  efforts 
by  thoughts  of  complex  licensing  arrangements  and  dealings  which  are  later 


contrived  by  ingenious  lawyers  representing  his  assignees  and  wlio  then  ascribe 
sucli  thoughts  as  his  incentive  to  invent. 

It  is  to  be  noted  that  the  existing  case  law  still  makes  it  possible  for  a  new 
company  such  as,  for  example,  the  Polaroid  Corporation  to  grow  under  the 
umbrella  of  an  exclusive  patent  position.  That  incentive  still  remains.* 

During  the  period  of  the  court  development  of  the  case  law  of  patent  mi.suse, 
not  only  Polaroid,  but  other  companies  have  flourished  under  our  patent  system. 
The  Xerox  Corporation  is  one.  Texas  Instruments  is  another.  The  hitter's  gr(jwth 
is  instructive.  From  1958  to  1959.  annual  sales  of  Texas  Instruments  rose  from 
$4,941,752  to  $831,822,000:  net  income  rose  from  $.503,705  to  .$33,511.(HX)  and 
current  assets  rose  from  $15,123,000  to  $526,758,000.  Such  a  growth  in  a  pori<.td 
of  22  years  is  truly  astounding.  The  absence  of  legislation,  such  as  the  Scott 
Amendments,  surely  has  formed  no  obstacle  to  the  growth  of  this  company 
which  is  based  almost  entirely  on  new  technology. 

5  and  6.  As  to  the  desirability  of  condifying  existing  case  law  on  the  rights  of 
patentees : 

The  Scott  Amendments,  if  they  are  intended  to  codify  the  existing  case  law  on 
patent  raisiise.  which  their  proponents  state  is  their  purpose,  are  unnecessary.  If 
they  are  not  intended  to  codify  the  existing  case  law,  then  the  language  should 
be  clarified  and  it  should  be  made  clear  just  how  and  to  what  extent  the  case 
law  is  to  be  modified. 

The  proposed  legislation  is  particularly  objectionable  because  it  would  inhibit 
further  development  of  case  law  in  the  field  of  '"patent  misuse".  The  courts 
should  be  free  to  handle  such  problems  in  the  light  of  the  rapidly  changing 
economic  conditions  and  business  practices,  and  in  accordance  with  established 
equitable  principles.  The  cause  of  the  business  man  and  of  the  public  would  be 
better  served  by  such  means,  rather  than  by  legislation  which  "freezes"  the  law 
in  the  face  of  a  rapidly  changing  technology  and  business  world. 

7.  As  to  discriminatory  and  other  licenses,  I  have  the  following  comments  : 

First,  I  accept  the  proposition  that  a  patentee  may  decline  to  issue  any 
licenses  at  all  and  that  under  most  circumstances  he  may  issue  licenses  in  some 
fields  of  u.se  and  reserve  to  himself  the  practice  of  the  patent  in  other  fields. 

Second,  I  also  accept  the  proposition  that  a  patentee  may  find  it  advantageous 
to  sell  his  patent  or  grant  an  exclusive  license  where  such  course  seems  to  offer 
the  best  way  of  exploiting  an  invention  and  bringing  it  to  the  market  place. 

Both  propositions  are  accepted  by  the  case  law  as  it  stands  today,  in  the 
absence  of  special  circumstances  surrounding  such  transactions  which  might 
require  the  anti-trust  laws  to  be  invoked. 

However,  in  many  cases,  it  is  imnecessary  for  a  patent  owner  to  grant  an 
exclusive  license  to  obtain  the  full  reward  for  his  patent.  A  patent  owner  can 
usually  obtain  a  full  reward  for  his  invention  by  setting  appropriate  royalties, 
and  that  reward  will  in  all  probability  be  greatest  if  the  patent  invention  is 
exploited  under  competitive  conditions,  that  is.  by  granting  multiple  licenses. 
Moreover,  the  public  interest  is  better  served  by  such  an  arrangement. 

However,  where  the  grant  of  licenses  is  limited  to  a  small  group  of  licensees, 
such  groups  may  be  in  a  position  to  exact  an  inordinate  profit,  not  commensurate 
with  the  real  contribution  of  the  invention  in  question.  A  patent  licensing 
arrangement  with  limited  membership  may  also  constitute  a  device  by  which 
prices  are  fixed  or  markets  allocated,  an  arrangement  definitely  not  in  the  public 
interest. 

Such  arrangements  and  the  concomitant  dangers  may  very  well  be  encouraged 
by  the  Scott  Amendments. 

These  dangers  can  and  should  be  avoided  (at  least  in  part)  by  the  require- 
ment that,  if  a  non-exclusive  license  has  been  granted  to  one  responsible  party,  a 
license  on  the  same  or  equivalent  terms,  taking  into  account  the  financial 
resources  of  the  potential  licensees,  must  be  made  available  to  all  other 
qualified  applicants.  It  should  be  contemplated  that  royalty  rates  would  con- 
tinue to  be  bargained  between  patent  owners  and  the  licensees,  and  not  left  for 
determination  by  the  courts. 

Incidentally,  in  the  discussion  of  Section  4,  above.  I  referred  to  discussions 
with  patent  counsel  of  two  large  corporations.  One  of  them  said  to  me  that  his 
company  did  not  in  practice  grant  discriminatory  licenses  "because  it  was  good 
business  not  to  do  so".  I  retorted  that  "he  was  unwilling  to  preach  what  he 
practiced". 


•The  only  exception  may  be  In  public  interest  fields.  See  Paragraph  9  of  this  statement. 
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Mention  is  also  made  above  that  limiting  the  grant  of  licenses  to  a  small 
group  may  also  lead  to  a  division  of  markets,  with  consequent  injury  to  the 
interests  of  the  public.  Therefore,  it  is  not  enough  that  a  patentee  be  forbidden 
to  discriminate  in  his  licenses  as  to  royalty  rates  alone ;  he  shcmld  also  be 
forbidden  not  to  discriminate  between  licensees  on  a  geographical  basis.  To 
permit  a  patentee  to  divide  the  continental  United  States  into  separate  and 
discrete  markets  would  be  a  step  backward,  Balkanizing  the  market  and  depriv- 
ing the  consumer  of  the  benefits  of  mass  production  and  mass  distribution  and 
competition  between  the  licensees. 

In  other  words,  I  recommend  that  appropriate  legislation  be  passed  to  termi- 
nate the  present  power  of  a  patent  owner  to  grant  discriminatory  licenses  either 
as  to  royalty  rates  or  as  to  geographical  areas  as  well  as  other  significant 
license  terms  and  conditions.  If  the  Congress  should  not  choose  at  this  time  to 
enact  this  kind  of  legislation,  i.e.  to  prohibit  discriminatory  licenses,  the  courts 
should  not  be  prevented  from  doing  so  on  a  case  to  case  basis  by  the  enactment 
of  the  Scott  Amendments. 

8.  §  301 — The  "Pre-emption"  Clause :  the  genesis  of  this  section  lies  in  several 
court  decisions  which  were  based  upon  special  factual  situations.  The  patent  bar 
has  taken  these  decisions  as  establishing  a  trend  to  the  effect  that  the  Federal 
Patent  Laws  have  "pre-empted"  and  thereby  "outlawed"  all  other  forms  of 
technological  property,  particularly  trade  secrets  and  type  of  information  which 
has  come  to  be  called  "know-how".  This  fear  on  the  part  of  the  patent  bar  that 
recent  cases  hold  that  the  patent  laws  have  "pre-empted"  the  field  of  technologi- 
cal property,  barring  property  rights  in  trade  secrets  and  in  know-how  is 
unjustified. 

First,  the  existing  cases  do  not  support  this  view.  The  one  or  two  cases  that 
lead  in  this  direction  are  based  upon  and  limited  to  peculiar  factual  situations 
and  consequently  a  general  policy  fin  "pre-emption"  has  not  as  yet  been  laid 
down  by  the  courts  nor  is  there  a  real  indication  the  case  law  is  developing  in 
this  direction. 

This  is  my  personal  appraisal.  If  I  am  wrong  in  this  appraisal  of  the 
developing  law,  then  I  would  be  in  favor  of  legislation  which  would  recognize 
that  property  rights  exist  and  should  exist  in  the  field  of  trade  secrets  and 
know-how :  subject,  however,  to  the  existing  equitable  principles  that  have 
developed  in  these  particular  fields  and  subject  also  to  the  restraints  of  the 
antitrust  laws  where  such  property  rights  are  abused. 

However,  I  believe  it  would  be  the  better  course  to  delay  enacting  this 
particular  item  of  legislation  at  this  time.  No  necessity  for  haste  has  been 
demonstrated.  Indeed  as  I  write  these  comments  I  have  learned  (although  I 
have  not  seen  the  decision)  that  the  Court  of  Appeals  for  the  Second  Circuit  has 
overruled  Painton  v.  Bourns,  308  F.  Supp.  271,  one  of  the  cases  relied  upon  as 
justifying  the  passage  of  Section  301  at  this  time. 

Accordingly,  the  legislation  is  not  necessary,  and  if  passed  might  well  encour- 
age state  legislation  which  would  truly  be  in  confiict  with  the  patent  laws  and 
then  we  would  require  new  federal  legislation  requiring  a  stringent  doctrine  of 
"pre-emption"  to  clear  up  the  resulting  confusion  and  to  relieve  business  of  the 
burden  of  a  variety  of  state-created  property  rights. 

The  question  of  pre-emption  is  therefore  one  which  would  be  better  left  to  the 
courts  to  handle  on  a  case-by-case  basis  in  accordance  with  established  equitable 
principles  and  precedents. 

9.  The  proposed  repeal  of  Section  308  of  the  Clean  Air  Act  of  1970  points  up  a 
prol)lem  of  a  type  which  has  been  encoinitered  in  various  ways  in  the  past  and 
which  will  no  doubt  be  encountered  in  increasing  numbers  in  the  future. 

The  problem  which  is  posed  is  this  : 

Should  a  patentee  be  rewarded  to  a  degree  measured  by  the  value  of  his 
invention  in  a  free  market — or  should  he  be  permitted  to  reap  a  windfall  far 
beyond  the  merits  of  his  inventive  contribution  because  a  federal  law  or 
regulation  has  intervened  to  make  the  use  of  his  invention  compulsory  in  order 
to  meet  a  pressing  public  need. 

Both  the  Congress  and  courts  in  the  past  in  similar  situations  have  properly 
denied  a  patentee  his  normal  right  to  exclude  others  from  use  of  his  invention 
and  have  instead  given  the  patentee  the  right  to  be  adequately  compensated  by  a 
"reasonable  royalty". 

For  example,  "compulsory  licensing"  exists  in  the  fields  of  atomic  energy,  and 
government  contracts.  Also,  over  the  years,  the  courts  have,  in  effect,  ordered 
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"compulsfiry  licensing"  where  the  i)uJ)lic  interest  was  involved.  See  City  of 
Milwaukee  v.  Activated  Sludge,  Inc.  69F  2nd  ;j77  :  Vitamin  Technologists  Inc.  v. 
Wisconsin  Aluminum  Re.searoh  Corp.  146  F.  2d  941 :  and  other  ca.ses  as  well. 

Careful  consideration  of  the  compulsory  licensing  provisions  of  the  Clean  Air 
Act  of  1970  reveals  that  they  are  reasonable  and  equitable,  providing  adequate 
compensation  to  a  patentee. 

There  is  no  need  for  the  proposed  legislation  repealing  §  308  of  the  Clean  Air 
Act  and  a  dangerous  precedent  may  he  set  if  the  repeal  is  enacted,  thereby 
imposing  great  burdens  upon  both  business  and  the  public. 

Respectfully  submitted. 

Supplemental  Statement  of  Stanley  M.  Clark 

This  supplemental  statement  expressing  my  personal  views  is  respectfully 
submitted  in  accordance  with  the  invitation  of  Senator  McClellan  at  the  close 
of  my  oral  testimony. 

In  this  statement  I  would  like  to  revert  to  several  points  and  questions  which 
were  discussed  during  my  oral  testimony  and  to  comment  brifly  upon  several 
additional  items. 

First.  I  would  rei)eat  again  that  there  is  no  strong  sentiment  on  the  part 
of  businessmen  for  passage  of  the  Scott  Amendments.  The  fact  is  that  very 
few  businessmen  know  anything  at  all  about  the  Scott  Amendments  and  these 
few  do  not  understand  the  Amendments'  full  import.  Even  if  they  did.  it  is 
unlikely  that  these  few  bu.sinessmen  would  favor  the  Amendment.':.  Why  should 
they?  Busine.«s  based  upon  technological  innovation  has  flourished  without  the 
Scott  Amendments.  The  legal  environment  has  not  been  oppres.sive;  and.  accord- 
ingly, there  is  simply  no  need  for  the  Scott  Amendments.  The  net  effect  of 
passage  of  the  Amendments  may  be  to  work  great  mischief  upon  legitimate 
businesses. 

The  Scott  Amendments  find  their  support  almost  entirely  within  the  patent 
bar  and  those  who  have  been  proselyted  by  the  patent  bar  to  come  forward  in 
support  of  the  Amendments.  Moreover,  there  is  not  unanimity  in  the  patent  bar 
itself.  A  minority  within  the  bar  has  devoted  itself  to  drumming  up  .support 
for  the  Amendments  by  letters  of  which  the  following  is  a  sample:  (I  have 
omitted  the  letterhead  and  the  author  of  the  letter  but  I  have  given  the  date 
and  he  bodv  of  the  letter  verbatim. ) 

"May  21,  1971. 
"To :  National  Councilmen  and  Patent  Law  Association  Presidents 

"Jan  Jancin's  Letters  No.s.  13-15  have  given  us  an  excellent  summary  of 
hearings  on  the  Scott  Amendments.  There  was  considerable  testimony  marshalled 
against  the  amendments,  and  we  have  until  Jime  1.  1971  to  file  additional  state- 
ments that  may  be  made  part  of  the  record.  Statements  by  patent  attorneys  are 
of  little  value,  dut  .statements  by  inditstry  will  carry  subst<'intial  weight  if  they 
set  forth  a  need  for  legislation  to  clarify  present  law  imthout  intent  to  make 
(7.  material  change  in  CTisting  late. 

"Could  you  please  ask  members  of  your  association  to  solicit  statements  of 
this  nature.  Help  is  needed  now." 

Such  letters  ai-e  evidence  that  businessmen  not  only  feel  no  pressing  need 
for  the  proposed  Scott  Amendments,  but  quite  apparently  require  "prodding" 
if  they  are  to  support  the  Amendments  at  all.  I  submit  that  if  there  is  a  real 
need  for  legislation  such  prodding  would  be  unnecessary. 

Further,  the  need  for  the  Amendments  seems  to  be  negated  by  the  rationale 
of  such  letters.  Note  that  the  letter  quoted  above  admits  that  there  is  no  "intent 
to  make  a  material  chanrje  in  existing  larc"  Where,  then,  is  the  need  for  legisla- 
tion? 

The  Chairman  of  this  Subcommittee  summed  up  the  issue  very  well  in  asking 
the  question,  "Is  the  over-all  patent  law — so  complex  that  we  simply  can't  have 
a  clear^interpretation  of  what  the  law  is  and  what  it  should  be?" 

I  submit  that  the  field  of  patent  law  is  of  .such  complexity  that  it  cannot  be 
dealt  with  in  detail  by  legislation  but  rather  .should  be  dealt  with  b^  the  courts 
on  a  case-by-oase  basis,  as  the  courts  have  done  in  the  past  and  as  they  should 
be  free  to  do  in  the  future.  The  patent  law  is  "complex" :  and  there  is  some 
uncertainty.  But  uncertainty  is  a  natural  part  of  any  vi.ible  system  of  law  and 
cannot  be  solved  by  rigid  legislation.  Justice  is  liest  arrived  nt  I\v  srivinc  tlie 


courts  sufficient  flexibility  to  deal  with  particular  circumstances  and  with  future 
circumstances  which  cannot  now  be  envisaged.  We  cannot  tell  now  "what  the 
law  should  be"  under  future  circumstances  not  now  foreseeable. 

As  to  the  uncertainty  which  presently  exists,  it  is  not  so  great  that  a  patent 
lawyer  is  unable  to  advise  his  client.  The  patent  bar  is  certainly  in  a  position 
to  make  much  more  than  a  guess  as  to  what  the  law  is.  The  ground  rules  and 
principles  have  been  established.  Legislation  in  this  field  would  not  clarify  the 
state  of  the  law ;  it  would  merely  create  additional  confusion  therein. 

Earlier  in  my  oral  testimony  I  urged  that  not  only  the  inventor  who  files  a 
patent  application  be  required  to  make  an  oath,  as  is  the  present  practice,  but 
also  that  the  patent  lawyer  representing  such  inventor  before  the  Patent  Office 
be  required  to  make  an  oath  that  he  also  had  disclosed  to  the  Patent  Office 
such  personal  information  as  he  had  relating  to  the  patentability  of  the  applica- 
tion. Such  oaths  should  be  initially  filed  with  the  patent  application  and  should 
set  out,  either  in  the  body  of  the  oath,  or  by  reference  to  another  document, 
a  complete  statement  of  the  prior  art  of  which  each  affiant  is  then  aware.  There 
should  be  a  continuing  duty  on  the  part  of  both  the  inventor  and  his  attorney 
to  keep  the  Patent  Office  informed  throughout  the  prosecution  of  the  patent 
application  of  any  facts  having  a  hearing  upon  the  patentability  of  the  invention 
in  question.  This  should  be  done  by  supplemental  statements  as  required  under 
the  circumstances.  In  any  event,  the  prosecution  of  the  patent  application  should 
not  be  closed  and  a  patent  issued  without  final  supplemental  oaths  from  both 
the  inventor  and  the  attorney  that  no  prior  art  has  been  knowingly  ^\i.thheld 
from  the  Patent  Office. 

On  another  point,  the  proposed  patent  bill  should  also  provide  that  a  patent 
should  not  have  any  presumption  of  validity  over  prior  art  not  considered  by 
the  Patent  Office.  This  is  clearly  the  law  today ;  and  there  should  be  no  doubt 
that  it  is  the  intent  of  Congress  to  leave  the  law  unchanged  in  this  respect. 
There  is  no  reason  why  a  patentee  should  have  a  lesser  burden  in  the  courts 
than  he  has  in  the  Patent  Office.  An  applicant  has  the  burden  in  the  Patent 
Office  of  overcoming  prior  art  relied  upon  by  the  Examiner.  He  should  not  be 
allowed  to  escape  a  similar  burden  in  the  courts  with  respect  to  prior  art  not 
considered  by  the  Patent  Office  in  the  Prosecution  of  the  application. 

I  also  mentioned  earlier  in  my  oral  testimony  that  there  seemed  to  be  con- 
siderable common  ground  between  the  proponents  and  opponents  of  the  Scott 
Amendments.  Let  me  state  what  I  perceive  to  be  the  common  ground  in  general 
terms. 

First  of  all,  as  I  have  listened  to  the  oral  testimony  and  read  such  written 
statements  as  have  been  made  available  to  me.  I  conclude  that  neither  side  wants 
to  exempt  patents  and  patent  transactions  from  the  antitrust  laws,  but  that 
the  language  of  the  Amendments  possibly  raises  some  doubts  on  this  point. 

The  proponents  of  the  Scott  Amendments  have  stated  that  they  did  not  desire 
such  antitrust  immimity ;  they  urge  that  the  doctrine  of  patent  misuse  should 
remain  in  its  present  state :  and  that  the  penalty  for  misusing  a  patent,  absent 
other  circumstances,  should  be  limited  to  preventing  a  patent  owner  from  en- 
forcing his  patent  until  all  of  the  consequences  of  such  misuse  are  purged  and 
that  mere  patent  misuse  should  not  incur  criminal  sanctions  and  penalties.  I 
agree  with  this. 

In  spite  of  the  proponents'  disavowals  of  driving  for  antitrust  immunity  for 
patent  transactions,  some  of  the  opponents  fear  that  the  Scott  Amendments, 
nevertheless,  represent  a  disguised  attempt  to  remove  patent  transactions,  at 
least  in  part,  from  the  scope  of  the  antitrust  laws.  I  suggest  that  this  particular 
situation  might  be  resolved  by  incorporating  in  the  proposed  Patent  Bill  the 
following : 

"Xothing  herein  contained  is  to  be  construed  as  granting  transactions  in- 
volving patents  immunity,  either  in  whole  or  in  part,  from  the  antitrust  laws.  The 
mere  misuse  of  a  patent,  absent  other  circumstances  which  would  bring  the 
transaction  involving  such  misuse  within  the  antitrust  laws,  shall  not  render 
the  persons  actively  participating  in  such  patent  misuse  to  criminal  sanctions." 

The  above,  of  course,  is  not  intended  to  represent  legislative  language  which 
I  recognize  must  be  drafted  by  those  skilled  in  such  matters,  but  I  submit  that 
insofar  as  this  particular  area  is  concerned  such  language  would  compose  the 
differences  between  the  contending  forces  in  this  area. 

The  two  groups,  i.e.,  the  proponents  and  opponents  of  the  Scott  Amendments, 
are  also  largely  in  agreement  as  to  the  desirability  of  retaining  the  existing  case 
law  on  patent  misuse,  with  but  three  or  four  excei)tions. 
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First  of  all.  the  codification  of  the  present  law  would  retain  intact  the  doctrine 
of  the  G.E.  case  which,  generally  speaking,  enables  a  patent  owner  to  lix  the 
resale  prices  of  the  licensed  products.  The  Justice  Department  has  stated  publicly 
that  it  does  not  approve  this  doctrine  and  I  think  there  is  much  merit  in  the  posi- 
tion of  the  Justice  Department  on  this  point.  In  all  practical  resi>ects.  however, 
the  point  is  moot  because  licensors  for  many  years  have  not  resorted  to  price  fix- 
ing restrictions  in  patent  licenses.  If  the  G.E.  case  were  overruled  by  legislation, 
or  by  some  future  decision  of  the  courts,  it  would  have  virtually  no  impact  upcm 
present  day  commercial  practices.  I  see  no  economic  justification  for  a  licensor  to 
exert  power  over  resale  prices  and.  accordingly,  suggest  that  the  G.E.  case  not  be 
"frozen"  into  the  law  by  legislation.  If  there  is  to  be  any  legislation  on  this  point 
at  all.  I  would  strongly  urge  that  the  legislation  be  in  such  terms  as  to  overrule 
specifically  the  G.E.  case.  This  would  codify  "present  practice"  even  though  it 
would  change  the  present  case  law. 

Another  point  in  dispute  is  whether  a  patent  owner  should  be  given  the  right  to 
limit  his  licensees  to  si)ecific  limited  geographical  areas  uithin  the  United  States. 
I  .strongly  urge  that  legislation  be  passed  to  make  such  geographical  limitations,  a 
per  Ki\  patent  misuse.  The  strength  of  our  economy  dejiends  uix)n  national  mar- 
kets and  I  can  see  little  excuse  for  subdividing  a  national  market  into  a  multi- 
plicity of  .smaller  ones.  Such  a  situation  could  lend  itself  to  much  abuse  and  could 
discriminate  against  certain  sections  of  the  country. 

For  example,  if  50  licenses  were  granted,  respectively,  one  to  each  of  the  states 
and  if  a  royalty  were  imposed  on  a  sliding  (i.e.  a  diminishing)  scale  based  upon 
use  of  the  invention  (as  is  common  practice  in  many  license  agreements)  :  then  a 
state  such  as  Arkansas,  having  a  market  very  much  smaller  than  a  more  hea\-ily 
populated  state  such  as  California,  would  find  itself  penalizetl  because  the  royalty 
rates  for  the  state  of  Arkansas  could  never  reach  the  lower  royalty  rates  based 
upon  the  sliding  scale  royalty  provision  as  would  be  available  to  the  consumers  in 
California.  Also,  if  the  right  of  territorial  restriction,  plus  the  right  to  fix  resale 
prices,  were  to  be  embodied  in  the  law,  as  might  very  well  be  the  case  if  the  Scott 
Amendments  were  enacted,  then  it  would  be  conceivable  that  a  license  limited  to 
the  state  of  Arkansas  could  carry  with  it  a  higher  resale  price  for  that  state  than 
a  similar  licen.se  granted  for  the  state  of  California.  Such  a  practice  would  be 
unreasonable  and  unfair,  yet  it  would  be  possible  and  would  be  legalized  by  the 
Scott  Amendments. 

A  third  point  of  difference:  namely,  the  granting  of  licenses  as  to  pariicuhir 
fields  of  use,  does  not  seem  to  be  a  point  of  difference.  The  Justice  Department  h:is 
stated  that,  absent  other  circumstances,  it  does  not  object  to  such  licensing  prac- 
tices. Accordingly,  it  should  be  po.s.sible  to  draft  a  specific  section  in  the  Patent 
Bill  dealing  with  this  particular  point. 

Amendment  No.  23  concerns  itself  with  the  law  of  unpatented  technological 
information  such  as  know-how  and  trade  secrets.  The  proponents  have  admitted 
that  this  legislation  arises  not  from  a  present  need  but  from  a  fear  that  such  legis- 
lation might  be  needed  in  the  future.  There  is  no  sound  reason  to  suppose  that 
such  a  need  will  arise.  The  case  law  is  not  pointing  in  that  direction.  If  it  does 
develop  to  the  extent  feared  b.v  the  proponents,  I  would  be  one  of  the  first  to  join 
their  ranks  and  urge  remedial  legislation.  At  present  there  is  no  need  and  I  am 
apT»rehensive  that  the  proposed  language  will  create  more  uncertainty  in  the  law 
and  act  as  a  curb  to  business  and  to  business  activities. 

Lastly.  I  would  like  to  close  by  answering  two  of  the  comments  made  by  the 
proponents  of  the  Scott  Amendments.  One  of  such  comments  was  that  the  pro- 
ponent wanted  the  Amendments  passed  in  order  to  "stop  the  clock."  Anotlier 
stated,  very  frankly,  that  he  not  only  wanted  to  "stop  the  clock"  but  "turn  the 
clock  back". 

The  Chairman  recognized  that  patent  law  is  a  complex  field  and  that  it  i«!  diflS- 
cult  to  have  a  clear  interi^retation  of  "what  the  law  is  and  what  it  .should  be".  I 
think  this  analysis  is  correct;  that  patent  law  is  complex,  and  because  it  is  so 
complex  it  would  be  a  mistake  to  enact  legislation  which  would  "stop  the  rlock" 
and  freeze  the  law  as  it  is,  and  thereby  prerent  it  from  developing  into  "what  it 
should  bo".  This  is  an  area  in  which  discretion  should  l>e  left  to  the  courts  to  han- 
dle each  situation  as  it  arises  on  a  case-to-case  basis.  The  present  Aiii<^'ndment.<  are 
drafted  to  hamstring  the  courts  in  dealing  with  future  developments  in  patent 
licenses  and  practices.  This  is  unnecessary  and  unwise.  In  this  rapidly  chancing 
world  we  must  accept  some  uncertainty  in  order  that  the  law  may  prow  and 
develop  to  meet  the  shifting  problems  of  the  future.  It  is  both  unnecesijary  and 
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unwise  in  such  a  world  of  change  to  enact  legislation  in  order  to  "stop  the 
clock". 

Legislation  should  look  to  the  future,  not  sanctify  the  past. 

Respectfully  submitted. 

Stanley  M.   Clark. 

Senator  McClellax.  Thank  you  very  much. 

Mr.  Adel^iax.  I  think  we  have  put  your  statement  in  the  record. 

STATEMENT  OF  MARTIN  ADELMAN,   ATTORNEY,   BIRMINGHAM, 

MICH. 

"Mr.  Adelman.  Eight.  I  don't  believe  I  can  add  anything  to  the 
views  of  the  distinguished  speakers  who  have  discussed  the  question 
of  the  need  for  a  legishative  clarification  in  this  complex  field  of 
patent  antitrust  law.  I  want  to  say  that  I  am  not  one  of  those  persons 
who  is  opposed  in  principle  to  such  a  statutory  clarification.  Indeed, 
in  a  limited  manner  I  think  one  could  be  carried  out  that  would 
satisfy  both  the  patent  community  and  the  antitrust  community. 

However,  I  firmly  believe  that  the  Scott  amendments  should  not  be 
enacted  because,  as  written,  they  exempt  from  antitrust  scrutiny  a 
wide  variety  of  anticompetitive  activities,  and  moreover,  these  amend- 
ments are  capable  of  being  interpreted  in  a  manner  that  is  not  in 
accord  with  the  goals  set  by  their  drafters. 

Take,  for  example,  field-of-use  licensing.  There  has  been  a  lot  of 
talk  at  these  hearings  about  field-of-use  licensing,  and  I  believe  that  I 
have  searched  all  of  the  speeches  of  the  Department  of  Justice  and  I 
can  find  no  indication  that  they  believe  that  field-of-use  licensing  is 
per  se  bad.  I  don't  know  of  anyplace  in  the  literature  where  that  is 
even  suggested. 

However,  there  is  a  feeling,  whether  it  is  correct  or  not,  on  the  part 
of  the  patent  community,  that  the  Department  of  Justice  is  out  to  get 
field-of-use  licenses.  All  right,  I  think  that  can  be  accepted.  But  what 
troubles  me,  and  particularly  as  a  patent  law^^er  who  reads  statutory 
language  like  a  claim — and  with  patent  lawyers  language  is  very 
important — what  matters  to  me  is  what  is  said,  not  what  was  in- 
tended. When  patent  lawyers  read  claims  they  talk  about  the  words 
of  the  claims,  not  what  the  invention  is,  at  least  as  a  starting  point, 
and  so  we  have  to  look  precisely  at  the  languge,  not  what  the  drafters 
say  they  intend  this  language  to  mean,  because  I  know  with  absolute 
certainty  that  whatever  the  intent  of  the  drafters  is,  the  literal  mean- 
ing of  these  words  is  going  to  be  argued  in  a  court,  and  it  may  take 
15  years — and  as  a  litigating  attorney  I  may  get  very  rich  in  the 
process  before  we  find  out  precisely  whether  it  is  the  intent,  or  the 
literal  meaning,  that  will  be  controlling. 

The  words  field-of-use  licensing  are  not  mentioned  once  in  either 
261(b)(2)  or  271(f)(1),  which  are  the  two  provisions  that  I  have 
heard  the  proponents  talk  about  as  justifying  field-of-use  licensing. 
You  won't  find  this  language  there.  Instead,  what  you  find,  jNIr. 
Chairman,  is  language  that  exempts  from  antitrust  proscriptions  all 
limited  licenses,  and  a  limited  license  is  defined  in  section  271(f)  (1) 
as  that  type  of  license  where  you  grant  some  rights  under  a  patent 
and  exclude  other  rights  as  long  as  those  rights  are  also  within  the 
scope  of  the  monopoly. 
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Let  me  give  you  some  examples  of  limited  licenses,  all  of  whicli  are 
literally  exempted  from  antitrust. 

The  first  one  is  price  tixinir.  Here  is  how  it  would  work,  and  here  is 
how  I  knoAv  my  partners  and  other  patent  attoineys  Avill  di-aft  such 
licenses.  A  licensor  grants  a  licensee  the  right  to  make  the  patented 
widget  at  $1.  The  licensee  then  has  immunity  from  suit  as  long  as  he 
sells  the  patented  widget  at  a  dollar.  If  he  sells  it  at  a  $1.05,  he  is  an 
infringer.  So  literally  you  can  achieve  price-fixing,  and  have  immu- 
nity for  all  kinds  of  price-fixing  by  the  literal  language  of  these 
statutes. 

Tying  arrangements  can  be  drafted  as  limited  licenses.  Such  a 
limited  license  Avoukl  be  as  follows:  Licensor  grants  licensee  the  right 
to  practice  the  patented  process  so  long  as  he  uses  in  the  process  salts 
purchased  from  the  licensor.  If  he  uses  salt,  unpatented  salts  from 
any  other  source,  he  is  an  infringer,  and  has  no  imnnmitv  from  suit. 
Hence  this  type  of  license  is  precisely  Avithin  the  definition  of  a 
limited  license  as  defined  by  2(51  (b)(2)  and  271  (f)(1). 

So  regardless  of  what  the  drafters  say  they  intended,  the  lit<'ral 
language  is  som.ething  else  again  and  I  think 

Senator  ^[cCli^llax.  Is  that  involved  in  the  antitrust  laws,  would 
it  be  in  conflict  with  the  antitrust  law? 

Mr.  Adel3iax.  I  think  it  is  clearly  in  conflict  with  the  antitrust  law. 
I  don't  believe  the  drafters  intended  it,  but  I  know  it  is  going  to  be 
argued  that  there  are  clear  exemptions  for  price  fixing,  and  for  tying, 
both  of  which  are  generally  considered,  except  in  special  cases,  per  se 
violations  of  the  antitrust  law. 

Senator  McClellax.  And  if  this  was  enacted  it  would  authorize 
that  in  effect,  it  Avould  supersede  the  existing  antitrust  laws,  would  it 
not? 

Mr.  Adelmax.  I  believe  it  would  and  I  believe  if  they  were  passed 
and  that  happened,  after  awhile  the  jjatent  conununity  would  begin 
to  feel  that  the  public  was  looking  at  patents,  not  as  the  way  in  which 
we  encourage  invention,  which  as  a  patent  lawyer  I  feel  is  the  funda- 
mental goal  of  this  system,  but  rather  as  a  device  for  setting  up 
cartels.  Pretty  soon  we  would  have  set  in  a  real  antipatent  philoso- 
phy, and  the  patent  system  would  be  justifiably  attacked  as  authoriz- 
ing a  wide  variety  of  cartel  practices. 

So  I,  as  a  patent  attorney,  am  very  disturbed  by  the  possibility  that 
these  kinds  of  practices  could  be  carried  out  under  the  color  of  these 
amendments. 

Senator  McClellax.  If  the  Scott  amendments  were  so  modified  as 
to  preclude  any  such  interpretation,  Avould  that  imi)i-ove  them? 

Mr.  ADEL:NrAX.  That  would  help.  And  I  have  some  addition 

Senator  McCeellax.  I  understand  it  is  not  the  author's  intention 
to  pass  a  statute  here  that  would  conflict  with  antitrust  law. 

Mr.  xVdeemax.  "Well,  I  believe  that  to  be  the  case  although  again  I 
am  a  skeptical  sort.  I  read  language 

Senator  ^IcCeellax.  I  simply  am  suggesting  if  the  language  is 
susceptible  of  the  interpretation  you  place  on  it,  through  proper 
modification  that  susceptibility  might  be  eliminated. 

Mr.  AnEEMAX.  Certainly  we  can  eliminate  any  possibility  that  the 
statute  would  be  interpreted  to  authorize  price  fixing  and  tic-ins. 
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Senator  McClellan.  So  that  is  what  this  committee  has  to  try  to 
unravel  here. 

Mr.  Adelmax.  I  think  that  is  true. 

Senator  McCLELLiVN.  It  is  very  complicated.  To  me  it  is  quite 
complex. 

]\lr.  Adelmax.  I  sympathize  with  you.  I  have  spent  years  both  in 
mj'  role  as  a  professor  and  as  a  practitioner  trying  to  figure  out  this 
area  and  I  can  onl}^  sympathize  with  the  committee  having  thrust 
upon  it  all  of  these  arguments. 

I  would  like  to  point  out  to  the  chairman  even  with  respect  to 
field-of-use  licensing  that  things  aren't  all  as  simple  as  perhaps  it 
might  first  appear. 

Now,  with  field-of-use  licenses,  as  I  am  sure  the  chairman  would 
understand,  very  often  there  is  absolutely  no  problem. 

For  example,  if  I  have  a  patent  on  a  bearing  that  can  be  used  in 
both  the  aerospace  and  the  automotive  fields,  and  I  decide  to  exploit 
the  automotive  field  alone,  and  the  aerospace  field  is  somicthing  I  can't 
get  involved  in,  I  know  of  no  one  who  has  ever  suggested  that  I 
shouldn't  have  the  absolute  right  to  limit  any  license  that  I  grant  to 
the  aerospace  field.  This  should  be  an  absolute  right.  However,  there 
are  problem  situations  even  in  the  nonexclusive  field-of-use  situation. 
For  example,  I  may  grant  such  a  license  where  I  have  no  intention  of 
exploiting  the  excluded  field,  and  the  Department  of  Justice  has 
brought  some  cases  in  the  pharmaceutical  area  where  the  purpose  of  a 
nonexclusive  field  of  use  license  was  not  to  protect  the  licensee's  own 
market,  but  rather  to  work  out  what,  in  effect,  Avas  a  boycott.  I 
believe  that  this  committee  should,  if  it  desires,  propose  legislation, 
perhaps  along  some  of  the  lines  that  I  have  suggested  in  my  prepared 
statement,  which  would  make  it  clear  that  nonexclusive  field  of  use 
licensing  is  legal  except  in  those  cases  where  it  would  be  used  not  to 
protect  the  licensor's  market,  his  legitimate  market,  but  rather  to  be 
used  in  the  boycott  sense. 

We  have  a  greater  problem,  and  Professor  Turner  touched  on  this 
when  we  get  to  exclusive  fi.eld-of-use  licenses  because  an  exclusive 
field-of-use  license  is  a  division  of  markets. 

Picture  the  following  situation.  I  am  not  exploiting  the  aerospace 
field,  and  I  am  making  patented  bearings  for  the  automotive  compa- 
nies only.  I  have  granted  an  exclusive  license  for  aerospace  to  one  of 
the  aerospace  suppliers,  and  now  you  are  an  aerospace  consumer  of 
that  product  and  you  want  to  buy  it.  You  can't  come  to  me,  I  can't 
sell  it  to  you.  You  have  to  go  to  the  exclusive  licensee. 

^Many  times  that  is  perfectly  acceptable  because  but  for  the  exclu- 
sivity provision,  which  is  a  concept  well  known  in  antitrust,  we  never 
would  have  gotten  the  exclusive  licensee  in  aerospace  to  exploit  the 
patented  bearing.  He  simply  would  not  have  gotten  going,  he  would 
not  accept  a  nonexclusive  license.  But  there  are  situations  when  there 
are  many  people  who  are  ready  and  willing  to  make  the  patented 
product  in  a  particular  field,  and  under  such  circumstances  there  is  no 
justification  for  the  patent  OAvner  dividing  markets. 

I  think  that  the  Congress  could  pass  legislation  clarifj^ing  that 

exclusive  field-of-use  licenses  are  not  per  se  illegal,  particularly  when 

they  are  designed  to  encourage  the  exploitation  of  the  excluded  field. 

The  area  of  royalty  provisions  is  covered  in  my  prepared  text  and  I 
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really  have  nothing  to  add  to  that  except  that  I  do  propose  that  in 
the  area  of  package  licensing  there  may  be  a  problem  and  specific 
legislation,  limited  in  scope,  could  be  passed.  With  respect  to  the  otlier 
royalty  provisions.  I  see  no  justification  for  them. 

Finally,  I  would  like  to  comment  on  Lear  v.  Adkins.  I  was  grati- 
fied to  find  that  the  Department  of  Justice  in  the  statement  that  Mr. 
McLaren  made  yesterday  has  approved  what  is  essentially  201  (f ).  In 
opposition  to  Professor  Turner,  I  do  not  believe  it  is  sound  law  to 
allow  a  licensee  to  accept  the  benefits  of  a  license  while  at  the  same 
time  screaming  that  the  patent  is  invalid  and  challenging  the  patent. 

If  the  licensee  truly  believes  that  the  patent  is  invalid,  I  think  that 
licensee  should  stand  up,  say  the  patent  is  invalid,  and  stop  paying 
royalties,  at  which  time  the  licensor  is  going  to  terminate  the  license, 
and  the  licensor  is  going  to  sue  for  infringement. 

'\^niat  Professor  Turner  is  essentially  proposing  is  a  situation  where 
the  licensee  first  negotiates  a  license,  then  he  gets  a  ceiling  on  his 
possible  damages,  then  he  goes  out  and  attacks  the  patent.  I  feel  that 
is  fundamentally  unsound.  I  don't  think  it  is  necessary  to  effectuate 
the  proper  workings  of  the  patent  system.  In  fact,  I  think  it  would 
have  a  debilitating  effect  on  the  patent  system.  And  to  the  extent  that 
this  committee  believes  that  there  is  any  uncertainty  in  the  law.  I 
believe  261(f)  should  be  enacted  along  the  lines  set  out  in  the  Depart- 
ment of  Justice's  statement  or  the  Commerce  Department  draft. 
There  have  been  some  suggested  clarifications  to  make  this  section  a 
little  more  precise. 

As  far  as  261(e)  is  concerned,  again  I  differ  from  Professor 
Turner.  I  think  tlie  assignor,  having  sold  a  patent  to  an  assignee, 
should  have  to  give  the  money  back  before  he  stands  up  and  says  that 
what  I  sold  3' on  is  no  good.  But  beyond  that  this  committee  shouldn't 
go.  Because  after  all,  in  this  situation,  the  assignee  of  the  patent,  the 
man  who  has  purchased  the  patent,  gets  his  money  back  so  he  has  a 
free  patent,  he  has  a  patent  for  nothing.  Accordingly  I  agree  with 
261(e)  (1).  I  see  no  reason,  since  that  assignee  has  a  free  patent,  to 
give  him  the  additional  rights  which  261(e)  (2)  giA-es  him.  There  is 
simply  no  moral  justification  for  the  giving  a  man  who  has  something 
for  nothing  something  more. 

Finally.  I  just  want  to  say  that  I  agree  with  Professor  Turnor  with 
regard  to  the  amendment  Xo.  23,  the  preemption  amendment.  It  is 
unnecessary  in  view  of  the  Second  Circuit's  reversal  of  Painton  v. 
Bourns^  and  we  should  continue  to  have,  in  certain  cases,  the  Federal 
courts  looking  at  situations  where  States,  not  this  committee,  not 
legislation  passed  by  this  Congress,  but  State  courts  are  creating 
rights  in  the  nature  of  patent  rights. 

I  firmly  believe  that  this  conmiittee  and  this  Congress  fundamen- 
tally should  be  the  primary  lawmaker  concerning  inventions.  And 
when  we  are  talking  about  things  that  have  nothing  to  do  with 
inventions,  such  as  know-how,  blueprints,  and  commercial  data, 
which  has  nothing  to  do  with  patents,  it  should  be  made  clear  by 
statute  that  that  sort  of  thing  is  not  preempted.  However,  should  this 
Congress  desire  to  make  some  statement  about  inventions,  I  have 
suggested  some  limited  language  which  I  believe  would  cover  tliis 
subject. 

That  is  all.  Mr.  Chairman. 
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Senator  McClellan.  Well,  thank  you  very  much.  Your  testimony 
touched  upon  one  of  the  matters  that  I  am  inclined  to  agree  with  you 
about  and  I  will  study  it  further.  That  is  in  the  area  of 

Mr.  Adelmax.  Price  fixing  ? 

Senator  McClellax.  Yes;  and  the  tying  and  the  broad  extention 
of  the  limited  license. 

(The  statement  referred  to  follows:) 

Statement  of  Martin  J.  Adelman 

The  activities  of  the  Department  of  Justice  over  the  last  few  years,  both  by- 
reason  of  speeches  made  by  various  members  of  the  Department  as  well  as  by 
actual  cases  filed  has,  with  some  justification,  engendered  in  the  Patent  Bar  a 
belief  that  patent  rights  are  being  unwisely  denigrated  by  men  in  that  Depart- 
ment who  fail  to  understand  the  important  public  benefits  achieved  by  the  patent 
laws.  Consequently,  at  the  urging  of  some  members  of  the  Patent  Bar,  Senator 
Scott  has  introduced  Amendments  No.  23  and  24  to  S.  643. 

In  a  recent  law  review  article  ^  co-authored  by  me,  the  curi-ent  state  of  patent- 
anti-trust  law  was  analyzed  and  it  was  concluded  that  the  law  in  this  area  is 
reasonably  clear.  Nevertheless.  I  am  not  opposed  to  a  statutory  clarification.  How- 
ever. I  believe  that  the  Scott  Amendments  should  not  be  enacted  because  as  writ- 
ten they  exempt  from  antitriist  scriitiny  a  wide  variety  of  anti-competitive  ac- 
tivities and  moreover  they  are  capal)le  of  being  interpreted  in  a  manner  that  is 
not  in  accord  with  the  goals  set  by  their  drafters. 

I.  the  patentee's  eight  to  refuse  to  license 

Turning  to  the  issues  dealt  with  by  the  Scott  Amendments,  perhaps  the  most 
fundamental  is  whether  a  patentee  having  granted  one  non-exclusive  license  must 
grant  a  license  to  any  qualified  applicant  on  non-discriminatory  terms.  There  is 
no  such  obligation  under  current  law.  but  the  recent  Neal  report  suggested  that 
a  patentee  should  be  placed  under  this  duty."  The  Neal  report  proposal,  at  first 
blush,  seems  to  have  a  certain  appeal  to  the  American  sense  of  fair  play  since 
it  puts  all  competitors  on  an  equal  footing.  However,  if  this  proposal  were  adopt- 
ed, a  patentee  would  be  forced  to  either  operate  as  a  monopolist  or  alternatively 
grant  licenses  across  the  board  for  the  exploitation  of  his  invention.  I  believe  that 
any  such  rule  would  be  unwise.  Its  adoption  could  seriously  alfect  the  granting 
of  patent  licenses,  and  it  cannot  be  doubted  that  it  is  preferable  to  have  some 
competition  rather  than  none  at  all.  Further,  it  is  not  necessarily  bad  for  a 
manufacturer  to  fear  that  someone  else,  and  most  likely  one  of  his  competitors, 
may  make  an  invention  and  even  license  another  of  his  competitors  and  then 
refuse  to  license  him.  Such  a  prospect  may  well  act  as  a  spur  to  inventive  activity 
and.  to  that  extent,  should  be  encouraged. 

Under  current  law  a  patentee  may,  even  if  he  has  granted  one  non-exclusive 
licen.se,  not  only  unilaterally  refused  to  license  another  applicant  but  also  charge 
different  royalty  rates  to  different  licensees.  However,  if  there  is  truly  uncer- 
tainty in  tills  area  of  the  law,  it  could  be  removed  by  a  specific  statute  drafted 
along  the  following  lines  : 

A  patentee  may,  as  long  as  he  is  not  attempting  to  monopolize  an  unpatented 
product,  unilaterally:  (a)  refuse  to  grant  a  non-exclusive  license  under  his  pat- 
ent even  if  another  has  already  been  gi-anted  a  non-exclu.';ive  license;  and  (b) 
grant  a  non-exclusive  license  under  his  patent  on  terms  and  conditions  different 
from  those  already  contained  in  a  previously  granted  non-exclusive  license. 

The  broad  and  all -encompassing  language  of  the  Scott  Amendments  in  §§  261 
(b)  (2)  and  271(g)  (2)  (d)  achieves  the  same  result,  and  to  this  extent  I  svipport 
them. 

n.  limited  licenses 
A.  Price-Fixing 

The  important  subject  of  the  status  of  limited  licenses  is  taken  up  in  §§261 
(b)  (2)  and  271(f)  (1)  of  the  Scott  Amendments.  A  good  definition  of  a  limited 
license  is  found  in  271(f)  (1)  where  such  an  arrangement  is  defined  as  a  license 


1  Adelman  &  Jaress,  Patent-Antitrust  Law:  A  New  Theory,  17  Wayne  L.  Rev.  1   (1971). 

2  Report  of  the  White  House  Task  Force  on  Antitrust  Policy. 
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granting  some  rights  under  a  patent  but  excluding  specific  conduct,  if  the  conduct 
excluded  would  infringe  the  licensed  patent.  Probably  the  best  known  forms 
of  such  limited  licenses  are  price-lixing  and  lield-of-use  licenses.  While  some 
might  question  the  inclu.>^ion  of  price-hxing  licenses,  tliere  is  little  doultt  that  a 
license  can  be  granted  which  gives  the  licensee  the  right  to  sell  a  product  covered 
by  the  licensed  patent  but  only  at  a  price  set  by  the  licensor.  Then,  if  the  li- 
censee sells  at  a  different  price,  he  has  lost  his  immunity  from  suit  and  his 
conduct  is  therefore  actionable  as  an  infringement.  The  same  is  true  of  lield-of- 
u.se  licenses  where  the  patentee  grants  the  licensee  the  right  to  make,  use  and 
sell  in  a  particular  Held  and  if  that  licensee  sells  outside  that  field,  then  he  in- 
fx-inges.  Sometimes  these  restrictions  are  also  achieved  liy  contractual  provisions 
in  the  license  such  as  a  covenant  not  to  .sell  at  a  price  other  than  at  a  price  set  by 
the  licensee  or  a  covenant  not  to  sell  in  any  field  other  than  the  licensed  field. 
However,  such  covenants  need  not  be  in  the  license  and.  as  a  practical  matter 
even  in  their  absence  it  is  understood  that  unlicensed  conduct  will  not  occur 
since  a  licensee  simply  cannot  be  put  in  a  position  of  operating  under  the  li- 
cense while  infringing  the  licensed  patent  at  the  same  time. 

The  argument  that  limited  licen.ses  should  be  immune  from  antitrust  is  basic- 
ally that  they  are  inherent  in  the  patent  right.  The  argument  that  .since  a  pat- 
entee, for  example,  can  refuse  to  license  any  competitors,  that  is  logically 
follows  that  he  can  exchange  the  right  to  refuse  to  license  for  a  right  to  a  price- 
fixing  license,  is  unsound.  Consider  the  case  of  a  manufacturer  who  has  the 
right  to  refuse  to  sell  his  goods  to  a  distributor.  It  does  not  then  follow  that  if 
he  sells  to  such  a  distributor  he  can  insist  on  that  distriimtor  selling  (july  at  a 
price  fixed  by  him.  Hence,  while  a  patentee  has  the  right  to  refuse  to  license, 
if  he  chooses  to  license,  that  license  should  be  judged  under  antitrust  princii)les. 
Therefore,  §§  261(2)  and  271(f)  (1)  should  not  be  enacted  in  their  present  form 
permitting  as  they  do  any  form  of  limited  li<vnse.  including  price-fixing  licen.ses, 
even  if  such  a  license  has  serious  anti-comi>etitive  effects. 

At  this  point,  it  should  be  noted  that  some  thirty  years  ago  price-fixing  licen.ses 
were  quite  common,  whereas  today  they  are  practically  non-existent.  As  far  as 
we  know,  there  is  at  least  as  much  invention  taking  place  today  as  was  taking 
place  thirty  years  ago.  Thus,  the  elimination  of  price-fixing  licenses  by  the 
action  of  the  Patent  Bar  in  response  to  the  repeated  attacks  by  the  Department  of 
Justice  does  not  seem  to  have  aifected  the  rate  of  inventions  at  all.  At  least  the 
burden  should  be  on  the  proponents  of  price-fixing  license  to  show  that  they  are 
necessary  in  order  to  stimulate  inventors  to  invent.  The  proponents  have  not 
even  attempted  to  meet  this  burden. 

B.  'Non-Exclusive  Field-of-Use  Licenses 

In  addition  to  apparently  legalizing  price-fixing  licenses.  §§2Girb)(2)  and 
271(f)(1)  would  also  legalize  all  forms  of  field-of-use  licensing.  While  price- 
fixing  licenses  should  be  per  se  illegal,  in  many  circumstances  field-of-use  licens- 
ing is  desirable.  Certainly,  a  patentee  should  be  able  to  preserve  a  field  which 
is  less  than  the  scope  of  his  claimed  monopoly  for  his  own  exclusive  use  while 
at  the  same  time  granting  non-exclusive  licenses  in  any  field  that  he  is  not  in- 
terested in  exploiting.  This  privilege  can,  however,  be  abused.  For  example,  it 
is  my  understanding  that  certain  pharmaceutical  patent  licenses  have  been 
granted  where  the  patentee  grants  one  or  more  field-of-use  licenses,  not  for  the 
understandable  purpose  of  protecting  the  excluded  field  for  his  own  u.se,  but 
rather  to  suppress  that  field  of  activity  entirely.  Such  licenses  have  thus  pro- 
hibited the  licensee  from  selling  the  patented  product  in  bulk  form  in  order  to 
prevent  generic  drug  houses  from  buying  and  repackaging  in  pill  form.  When 
the  patentee  has  no  intention  of  supplying  the  patented  product  in  bulk  form, 
and  where  the  licensees  also  are  not  permitted  to  do  so,  then  I  believe  an  anti- 
trust problem  exists  and  such  practices  should  not  be  made  per  .«e  legal.  This 
is  another  reason  why  the  Scott  Amendments  should  not  be  enacted  in  their 
present  form. 

However,  to  the  extent  that  legislative  clarification  is  necessary  in  order  to 
clarify  the  status  of  non-exclu.sive  field-of-use  licenses,  a  provision  along  the 
following  lines  could  be  enacted  : 

A  patentee  may  tmilaterally  grant  a  non-exclusive  field-of-use  license  under  his 
patent.  l)ut  only  if  the  activity  precluded  from  the  licensee  is  either  being  carried 
out  by  the  patentee  or  another  licen.see  or  if  definite  and  detailed  plans  exist  for 
the  carrying  out  of  that  activity. 
62-614 — 71 — pt.  1 23 
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C.  Exclusive  Field-of-Use  Licenses 

An  exclusive  field-of-use  license  is  an  agreement  where  a  patentee  and  his  ex- 
clusive licensee  divide  up  fields  of  activity  with  the  patentee  agreeing  to  stay  out 
of  the  licensee's  field  and  the  licensee  agreeing  to  stay  out  of  the  patentee's  field. 
In  the  absence  of  a  patent  this  would  be  an  agreement  to  divide  markets.  How- 
ever, there  are  situations  where  exclusivity  is  required  in  order  to  induce  a  pros- 
pective licensee  to  exploit  the  field  granted  to  him.  In  such  a  case  the  patentee 
has  no  intention  of  exploiting  the  licensed  field  and  is  unable  to  obtain  exploita- 
tion of  that  field  unless  exclusivity  is  granted  to  his  licensee.  Certainly,  such  ex- 
clusive field-of-use  licensing  should  be  lawful.  However,  there  are  situations 
where  there  is  more  than  one  manufacturer  willing  to  exploit  the  licensed  field 
and  where  the  agreement  to  divide  markets  (the  exclusivity  provision)  is  not 
required  in  order  to  obtain  exploitation  of  that  field.  §§  261(b)  (2)  and  271(f)  (1) 
of  the  Scott  Amendments  would  exempt  from  antitrust  such  a  division  of  markets 
and.  as  a  consequence,  go  beyond  what  is  required  to  satisfy  the  legitimate  needs 
of  the  patentee  and  the  public. 

However,  to  make  it  clear  that  exclusive  field-of-use  licensing  is  not  to  be  con- 
sidered per  se  illegal,  a  specific  provision  could  be  enacted  along  the  following 
lines : 

A  patentee  may  unilaterally  grant  an  exclusive  field-of-use  license,  but  only  if 
such  exclusivity  is  required  in  order  to  induce  a  prospective  licensee  to  operate 
in  the  licensed  field,  and  the  party  alleging  that  exclusivity  was  not  so  required 
has  the  burden  of  proof. 

in.    ROYALTY    PROVISIONS    AND    PACKAGE    LICENSING 

Section  271(g)  legalizes  various  forms  of  royalty  arrangements  which  are 
not  based  on  the  use  of  the  patented  invention.  For  example,  a  patentee  may  in- 
sist on  collecting  royalties  on  the  licensee's  manufacture  of  unpatented  items. 
This  form  of  royalty  payment  may  conceivably  have  adverse  competitive  affects 
because  the  licensee  would  have  no  incentive  to  develop  non-infringing  devices. 
Hence,  the  enactment  of  §  271(g)  could  have  serious  anti-competitive  effects. 

However,  while  a  patentee  presently  has  no  difiiculty  arising  from  antitrust 
in  licensing  a  single  patenit,  a  problem  sometimes  arises  when  two  or  more  pat- 
ents are  being  licensed  together  in  a  so-called  package  license.  In  the  area  of 
package  licensing  I  believe  that  a  specific  statutory  provision  should  be  en- 
acted so  that  at  least  one  method  of  licensing  two  or  more  patents  would  be 
clearly  legal.  In  this  regard,  I  would  suggest  tliat  Congress  specifically  legalize 
a  package  license  where  the  licensee  pays  a  royalty  only  when  operating  under 
living  patent  claims  and  where  the  licensee  always  has  the  right  to  terminate 
the  license  vrlth  respect  to  any  claim  of  any  licensed  patent.  This  right  to  termi- 
nate means  that  a  licensee  will  only  pay  royalties  under  claims  which  the  li- 
censee believes  to  be  valid.  However,  the  licensor  should  be  able  to  insist  on  a 
fixed  royalty  rate  regardless  of  whether  the  patentee  is  actually  operating  under 
more  than  one  claim  or  more  than  one  patent  since  it  only  takes  one  patent,  if 
valid,  to  force  an  infringer  out  of  business.  A  provision  to  specifically  legalize 
this  type  of  license  could  be  enacted  in  the  following  form  : 

A  patentee  may  unilaterally  insist  that  a  prospective  licensee  accept  a  license 
under  two  or  more  patents,  but  only  if  such  license  grants  to  the  licensee  the 
unqualified  right  to  terminate  as  to  any  of  the  licensed  claims  and  where,  in  ad- 
dition, all  running  royalty  payments  from  the  licensee  are  based  solely  on  activ- 
ities of  the  licensee  covered  by  living  non-^terminated  licensed  claims. 

IV.    RIGHT   TO    CONTEST   VALIDITY    OF   A   PATENT 

Paragraph  261(g)  relates  to  a  licensee's  right  to  contest  the  validity  of  a 
licensed  patent,  and  is  a  response  to  the  Supreme  Court's  decision  in  Lear  v. 
Adkins,  395  U.S.  653  (1969).  As  a  result  of  this  decision,  there  are  those  who 
maintain  that  a  licensee  should  be  able  to  remain  licensed  under  a  patent  and  at 
the  same  time  contest  its  validity.  While  I  do  not  believe  that  is  the  law.  if  it 
were,  it  would  create  an  atmosphere  of  deep  mistrust  with  respect  to  all  license 
negotiations.  After  all,  a  would-be  infringer  would  first  go  out  and  try  to  become 
a  licensee.  Only  after  obtaining  a  license  would  he  challenge  validity.  The  pat- 
entee under  such  circumstances  would  not  have  the  club  of  an  injunction  to 
protect  himself  but  rather  only  the  bargained  for  royalty  rate.  In  other  words, 
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the  threat  of  an  injunction  against  infringement,  the  most  important  power 
granted  to  the  patentee,  could  be  easily  removed  by  deception  on  the  part  of 
the  licensee.  Such  tactics  should  not  be  sanctioned  and  the  law  should  insist 
that  if  a  licensee  believes  that  the  licensed  patent  is  invalid,  he  should  be  willing 
to  stand  up,  say  so,  and  take  the  consequences  of  being  in  error,  that  conse- 
quence being  an  injunction  against  further  infringement.  §li61(f>  achieves 
this  result  and  should  be  enacted. 

With  respect  to  §  261(e),  perhaps  it  is  not  unreasonable  to  require  an  assignor 
to  return  the  consideration  which  he  received  for  the  assignment  of  the  patent 
before  he  challenges  the  validity  of  that  patent.  However,  having  done  so,  he 
.should  be  as  free  as  any  other  member  of  the  public  to  assert  invalidity  and 
consequently  he  should  not  have  to  show  that  his  defense  was  not  reasonably 
available  when  the  assignment  was  made.  Certainly,  the  assignee  is  hardly  in 
a  position  to  complain  since  he  already  has  a  free  patent,  the  consideration  hav- 
ing been  fully  returned  to  him.  The  last  clause  of  §  261(e)   should  be  deleted. 

V.    TRADE   SECBETS   AND   FEDERAL  PREEMPTION 

Amendment  No.  23  is  in.spired  by  the  fear  that  the  dissenting  opinion  in 
Lear  v.  Arf/r/7!.s  will  become  law  with  the  consequence  that  trade  secret  law 
would  be  preempted  in  its  entirety.^  While  much  of  the  law  of  trade  secrets 
should  not  be  preempted  because  there  is  no  conflict  with  patent  laws,  con- 
flicts do  occur  between  certain  aspects  of  the  law  of  trade  secrets  and  patents. 
One  that  is  a  fundamental  conflict  arises  because  the  law  of  trade  secrets  pro- 
vides an  alternative  to  the  patent  laws  for  inventions  which  may  be  com- 
mercially used  but  maintained  in  secret  for  many  years.  I  believe  that  the 
existence  of  this  rival  system  of  protection  discourages  the  di.sclo.'^ure  of  such 
inventions  in  patent  specifications  and  as  a  result  of  the  availability  of  stare 
trade  secret  protection  the  inventor  gets  the  benefit  of  a  monopoly  while  the  pub- 
lic fails  to  obtain  immediate  knowledge  of  the  invention  and  also  the  right  to 
use  the  invention  when  the  patent  expires.*  When  used  to  protect  such  poten- 
fially  perpetual  secrets,  trade  secret  law  should  be  preempted.  For  this  reason 
alone  §  .301  of  the  Scott  Amendments,  as  well  as  the  original  form  of  §  301  is 
not  in  the  public  interest.  Furthermore,  §  .301  would,  by  its  literal  language, 
overtvirn  Lear  and  its  predecessors  Seai's  and  Coitipco.  I  believe  that  the  hold- 
ings in  each  of  these  cases  were  sound  and  should  not  be  overturned  by 
legislation. 

However,  the  law  should  be  clarified  so  as  to  make  it  clear  that  the  patent 
laws  are  only  concerned  with  patents  on  inventions  and  not  with  non-patentable 
subject  matter  such  as  know-how,  blueprints,  confidential  proprietary  informa- 
tion, etc.  Agreements  with  respect  to  such  secrets  should  be  regulated  solely 
by  antitrust  considerations  and  should  not,  in  any  event,  be  considered  to  be 
preempted  by  the  patent  laws.  Therefore,  in  order  to  clarify  the  law',  I  would 
suggest  a  provision  along  the  following  lines : 

This  Title  shall  not  be  construed  to  preempt  any  state  law  which  grants 
rights,  by  means  of  unfair  competition,  contract  or  otherwise,  to  technical  or 
commercial  information,  but  excluding  inventions  as  defined  by  this  Title. 

For  example,  such  a  provision  would  eliminate  the  confusion  in  the  law  created 
iby  the  opinion  in  Painton  v.  Bourixs,  309  F.  Supp.  271.  In  that  case  a  transfer 
of  blueprints  was  the  consideration  for  Bourns'  contractual  claim  that  Painton 
had  to  pay  for  the  use  of  such  blueprints  in  perpetuity.  The  Court  in  rejecting 
this  position  adopted  a  patent  preemption  argument  when  blueprints  have 
nothing  to  do  with  the  patent  .system  and  so  it  is  difficult  to  understand  how  the 
protection  of  blueprints  could  have  been  preempted  by  such  laws.  However,  it 
could  well  be  asserted  that  an  agreement  calling  for  royalties  in  perpetuity,  where 
the  con.sideration  was  a  transfer  of  blueprints,  would  be  an  unreasonable  re- 
straint of  trade  under  the  antitrust  laws.  But  this  would  be  the  concern  of  anti- 
trust alone,  and  is  unrelated  to  patent  preemption. 

The  problem  is  more  complex  when  we  deal  with  the  subject  matter  of  the 
patent  laws;  i.e.,  inventions  whether  patentable  or  not.  While  I  believe  that 
basically  the  patent  laws  should  govern  the  protection  of  inventions  as  defined 


"The  preemptive  effect  of  the  Lear  decision  Is  discussed  at  lensrtb  In  Adolman  &  Jnre.^s 
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«This  conflict  is  discussed   in  Adelman,   Trade  Secrets  and  Federal  Preemption — The 
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by  the  patent  laws,  certain  additional  rights,  when  provided  by  state  law,  clearly 
do  not  conflict  with  the  patent  laws.  For  example,  an  inventor  has  a  natural  right 
to  a  headstart  in  the  commercialization  of  his  invention  and  that  natural  right 
does  not  conflict  with  policies  of  the  patent  laws.°  Whether  any  additional  rights 
should  be  available  to  inventors  under  state  law  is  a  difficult  question.  I  would 
suggest  a  very  limited  statute  as  follows  : 

This  Title  shall  not  be  construed  to  preempt  any  state  law  which  grants  rights, 
by  means  of  unfair  competition,  contract  or  otherwise,  to  inventions  as  defined 
by  this  Title,  but  only  to  the  extent  of  protecting  an  inventor's  right  to  be  the 
first  to  commercialize  his  invention. 

VI.    CONCLUSION 

For  the  reasons  set  forth  above,  I  believe  that  the  Scott  Amendments  are  an 
over-reaction  to  the  activities  of  the  Department  of  Justice  which  may,  in  its 
zeal,  have  at  times  given  the  impression  that  it  does  not  give  sulBcient  weight 
to  the  virtues  of  the  patent  system.  Further,  by  dramatically  over-reaching 
and  exempting  much  anti-csjmpetitive  conduct  from  antitrust,  such  Amendments, 
if  passed,  could  debilitate  our  competitive  system  while  doing  nothing  for  the  en- 
couragement of  invention.  Further,  and  even  worse,  these  Amendments  could,  in 
the  long  run,  by  sanctioning  undesirable  social  practices,  work  to  smear  the 
patent  system.  Therefore,  as  a  patent  lawyer  who  believes  in  that  system  and 
the  good" that  it  is  and  will  continue  to  do  for  society,  I  feel  that  in  so  over-reach- 
ing and  making  so  ambiguous  what  is  not  an  inordinately  difficult  field,  the  Scott 
Amendments  will  contribute  to  the  ill  repute  in  which  many  now  hold  the  patent 
system. 

However,  while  not  seeking  to  debate  the  virtues  of  a  case-by-case  approach 
as  oppo-sed  to  some  statutory  clarification,  I  am  not  opposed  to  statutory 
provisions  which  would  make  it  clear  that  a  patentee  has  the  right  to  pick  and 
choose  amongst  prospective  licensees  so  long  as  his  conduct  is  unilateral  and 
can,  if  he  wishes,  discriminate  amongst  licensees  so  long  as  he  has  a  good  reason 
for  doing  so.  And  further,  except  where  the  patentee  is  intending  not  to  exploit 
an  excluded  field,  a  patentee  should  be  permitted  to  grant  non-exclusive  field- 
of-use  licensing  without  fear  of  antitrust  difficulty  and  should  even  be  permitted 
to  grant  exclusive  field-of-use  licenses  when  a  showing  can  be  made  that  ex- 
clusivity was  necessary  in  order  to  obtain  a  licensee  who  would  exploit  the 
licensed  field. 

Further,  to  the  extent  there  is  any  question  about  package  licensing,  a  statute 
could  make  it  clear  that  any  licen.se  of  a  package  of  patents  where  the  licen.see 
has  the  absolute  right  to  terminate  as  to  any  licensed  claim  and  is  required 
to  pay  royalties  under  only  licensed  claims  is  legal.  In  addition,  a  provision  mak- 
ing it  clear  that  a  licensee,  if  he  chooses  to  challenge  the  validity  of  a  patent, 
must  make  up  his  mind  that  he  is  not  going  to  have  a  stipulated  damage  clause 
for  his  benefit  and  that,  if  he  loses  (that  is,  if  the  patent  is  valid)  he  is  going 
to  be  out  of  business,  would  be  sound. 

Finally,  I  believe  the  law  should  be  clarified  to  make  it  clear  that  the  pre- 
emption doctrine  does  not  apply  to  state  laws  or  contracts  dealing  with  indus- 
trial and  commercial  information  other  than  inventions  as  defined  by  the  iiatent 
laws.  As  for  inventions  certainly  the  headstart  which  an  invenor  naturally  hah 
at  common  law  should  be  preserved  intact.  Beyond  that,  based  on  our  present 
knowledge,  Congress  should  not  go. 

Senator  McCleli.ax.  I  appreciate  the  testimony  of  both  of  yon 
gentlemen  and  of  all  witnesses  this  morning.  This  is  going  to  take  a 
Solomon  almost  to  nnravel  it,  to  do  absolute  equity  and  justice  in  this 
field  of  activity. 

I  can  preside  this  afternoon  from  2  until  3  o'clock,  and  so  we  will 
resume  at  2  o'clock  and  I  hope  to  get  someone  to  relieve  me  at  3 
o'clock  so  that  all  of  the  witnesses  who  are  scheduled  today  may  be 
heard.  We  will  try  to  accommodate  everybody. 


^  The  headstart  interest  of  an  inventor  regardleKs  of  wliether  the  invention  is 
patentable  and  the  relationsliip  of  that  interest  to  the  law  of  patents  is  discussed  in 
Adelman  &  .Taress.  Inventionfi  and  the  Law  of  Trade  Secrets  After  Lear  v.  Adkins, 
16  Wayne  L.  Rev.  77,  88-91  (1970). 
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Thank  you  very  much. 

(Whereupon  at  12  o'clock  noon,  the  hearing  was  recessed  to  recon- 
vene at  2  p.m.  the  same  day.) 

AFTERNOON  SESSION 

Senator  ^IcCleixan.  We  will  come  to  order. 

Mr.  Brennan.  We  have  this  afternoon  to  open  the  session  a  panel 
in  support  of  the  Scott  amendments  by  the  Philadelphia  Patent  Law 
Association. 

I  would  ask  the  members  of  the  panel  to  introduce  themselves  for 
the  record  starting  at  the  right. 

Apparently  ]Mr.  Miller  is  the  spokesman  or  chairman  for  this 
group ;  is  that  right? 

STATEMENT  OF  AUSTIN  R.  MILLER.  ESQ.,  PRESIDENT,  PHILADEL- 
PHIA PATENT  LAW  ASSOCIATION,  ACCOMPANIED  BY  JAMES  A. 
DROBILE,  ESQ.,  CHAIRMAN,  ANTITRUST  SUBCOMMITTEE  OF 
LEGISLATIVE  COMMITTEE  OF  PHILADELPHIA  PATENT  LAW 
ASSOCIATION;  WALTER  W.  BEACHBOARD,  SECRETARY,  SMITH 
KLINE  &  FRENCH  LABORATORIES;  DR.  ROBERT  W.  CAIRNS,  VICE 
PRESIDENT  FOR  RESEARCH,  HERCULES,  INC. ;  WILLIAM  P.  COLE, 
PRESIDENT,  RUBBER  CRAFTERS,  INC.,  AND  DR.  CHALMER  G. 
KIRKBRIDE,  RETIRED  VICE  PRESIDENT  FOR  RESEARCH  AND 
ENGINEERING,  SUN  OIL  CO. 

Mr.  ]\IiLLER.  Yes,  sir. 

Senator  ^IcClellan.  Very  well,  then,  you  identify  yourself  for  the 
record  and  then  introduce  your  associates. 

ISIr.  Miller.  Thank  you,  Mr.  Chairman. 

^ly  name  is  Austin  R.  Miller.  I  am  a  patent  lawyer  practicing  in 
Philadelphia  and  am  president  of  the  Philadelphia  Patent  Law  Asso- 
ciation. 

On  behalf  of  our  panel,  I  would  like  to  express  our  appreciation  to 
you  for  permitting  us  to  appear  before  you  and  present  our  views. 

Senator  McClellan.  Very  glad  to  have  you,  sir. 

Mr.  Miller.  Thank  you,  sir. 

May  I  introduce  on  my  left  Dr.  Chalmer  G.  Kirkbride.  former  vice 
president  for  Research  and  Engineering,  Sun  Oil  Co.  of  Philadelpliia 
and  former  president  of  the  American  Institute  for  Chemical  En- 
gineers. 

On  my  left  is  Mr.  James  A.  Drobile,  president  of  the  Engineers 
Club  of  Philadelphia,  and  chairman  of  the  subcommittee  on  Anti- 
trust Laws  of  the  Philadelphia  Patent  Law  Association. 

On  my  right  is  Mr.  William  P.  Cole,  former  president  of  Polymer 
Corp.  of  Reading,  Pa.,  and  now  president  and  owner  of  Rubber  Craf- 
tcrs,  Inc.,  in  the  Philadelpliia  area. 

To  :Mr.  Cole's  right,  I  am  pleased  to  present  Dr.  Robert  W.  Cairns, 
vice  president  for  Research,  PIcrcules,  Inc.,  of  Wilmington,  Del.,  for- 
mer president  of  the  American  Chemical  Society. 

And  on  Dr.  Cairn's  right,  I  am  pleased  to  present  Mr.  Walter  W. 
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Beachboard,  who  is  secretary  and  general  counsel  of  Smith  Kline  & 
French  Industries. 

Senator  McClellan",  Very  well,  do  you  have  prepared  statements 
or  do  you  wish  to  just  discuss  it  among  yourselves  for  the  record? 
How  would  you  like  to  proceed? 

JNIr.  Brexxax.  Certain  members  of  the  panel  have  statements. 

Senator  ISIcClellax.  I  have  a  prepared  statement  from  five  of  you. 

The  statements  you  have  submitted  will  be  printed  in  the  record  in 
full.  You  may  proceed. 

jNIr.  ]SriLLER.  Thank  you  very  much. 

The  Philadelphia  Patent  Law  Association  consists  of  over  400  pat- 
ent lawyers  and  agents  practicing  in  the  area  of  Philadelphia,  south- 
ern New  Jersey  and  Delaware,  an  area  of  about  60  miles  radius 
around  the  city  of  Philadelphia. 

Our  association  contains  members  who  represent  substantially  all 
segments  of  major  industry,  minor  industry,  and  individual  inventors 
in  the  gographical  area  that  I  have  mentioned. 

I  would  like  to  emphasize  that  the  lawyers  and  agents  in  our 
association  are  not  confined  to  the  representation  of  big  business  or  of 
producers,  but  represent  consumers  as  well  and  it  is  my  belief,  Mr. 
Chairman,  that  the  views  of  our  association  accurately  reflect  a  cross 
section  of  all  segments  of  xlmerican  people. 

Senator  McGlellax.  You  are  appearing  here,  each  of  you,  as  a 
rej^resentative  of  the  Philadelphia  Patent  Law  Association? 

Mr.  Miller.  Sir,  only  Mr.  Drobile  and  I  are  members  of  the  Phila- 
delphia Law  Association.  We  have  brought  with  us  four  fact  wit- 
nesses whose  testimony  I  think  you  will  find  very  interesting  because 
thev  are  in  industrv,  small  industry,  including  large  and  are  in  a 
}x>sition  to  give  you  actual  cases. 

Senator  McCikllax.  Very  well ;  we  mv  glad  to  have  their  individ- 
ual views,  but  according  to  the  information  I  have  before  me,  it  says 
Panel  of  Philadelphia  Patent  LaAv  Association.  Four  of  you  do  not 
belong  to  the  association? 

Mr.  Miller.  That  is  correct ;  four  are  industrialists. 

Senator  INIcClellax.  The  two  that  represent  the  association,  are 
you  emphasizing  or  can  we  be  assured  that  what  you  are  saying  here 
today  now  represents  the  400  members,  the  elective  judgment  of  the 
400  members  of  that  association  ? 

Mr.  Miller.  Yes,  sir;  that  is  correct,  except  in  a  certain  instance 
where  I  will  make  an  exception  and  |X)int  out  that  my  statement 
represents  the  views  of  the  board  of  govei'uors. 

Senator  McClellan.  I  was  simply  trying  to  let  the  record  reflect 
the  strength  and  the  support  for  whatever  position  you  are  going  to 
take. 

Mr.  Miller.  Yes,  sir ;  I  will  be  careful  to  distinguish. 

Senator  McClellax.  You  may  proceed  in  your  own  way,  then. 

Mr,  ]MiLLER.  Thank  you,  sir. 

As  will  be  apparent  from  the  testimony  of  the  witnesses  that  we 
intend  to  produce,  we  are  of  the  strong  o])inion  that  the  Scott  amend- 
ments, Nos.  23  and  24,  are  necessary,  valuable,  not  only  for  the 
protection  of  the  producer,  but  the  consumer  as  well. 

Now,  before  discussing  the  Scott  amendments,  I  would  like  to  take 
just  II  minute  or  so  to  discuss  supplementary  provision  6  of  S.  643. 
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This  is  the  provision  rolatinfr  to  the  Clean  Air  Bill  and  to  the  matter 
of  compulsory  licensin":  of  patents. 

I  have  only  recently  received  from  the  Patent  Leirislative  Com- 
mittee of  my  association,  a  re-commendation  Tvhich  is  based  upon  their 
study  of  that  particular  section. 

I  have  not  had  an  opportunity  to  obtain  a  poll  of  the  entire  400 
members  of  our  association,  but  have  polled  the  board  of  governors  of 
the  association. 

Senator  INIcClellax.  Composed  of  how  many  ? 

Mr.  IMiLLER.  Composed  of  nine. 

The  resolution  was  passed  by  the  legislative  committee,  I  am 
sorry,  I  cannot  tell  the  exact  number  of  members  of  the  legislative  com- 
mittee, but  I  think  it  has  about  15  to  20  members. 

The  resolution  of  the  committee  as  approved  by  the  board  is  as 
follows : 

"Resolved,  the  Board  of  Governors  of  the  Philadelphia  Patent  Law 
Association  reaffirms  its  position  of  long  standing  against  compulsory 
licensing  of  patents  except  under  extreme  circumstances  and  after  the 
most  careful  of  deliberations,  and  further  resolved,  the  Board  of 
Governors  of  the  Philadelphia  Patent  Law  Association  endorses  sup- 
plementary provision  6  of  S.  643." 

If  I  may.  I  would  like  to 

Senator  McClellan.  Was  that  resolution  adopted  unanimously  ? 

Mr.  INIiLLER.  That  was. 

Senator  McClellax.  By  the  committee  ? 

Mr.  Miller.  That  was  adopted  unanimously  by  the  members  of  the 
board  of  governors.  I  cannot  give  the  exact  figure  with  respect  to  the 
committee  except  that  I  know  it  was  overwhelming. 

I  cannot  honestl}-  represent  tha,t  it  was  unanimous  because  T  do  not 
know. 

Senator  McClellan.  All  right. 

Mr.  Miller.  If  I  may,  I  would  like  to  speak  personally  for  a 
minute  as  to  my  reasons  why  I  feel  that  this  was  a  wise  action  for  our 
association  to  take. 

I  feel  that  compulsory  licensing  of  patents,  whether  in  the  field 
of  air  pollution  or  the  field  of  drugs,  or  any  other  field,  will  very 
effectively  stifle  the  incentive  to  invent  and  to  invest. 

I  feel  that  the  compulsory  licensing  provision  as  originally  intro- 
duced would  have  stifled  incentive  both  to  those  within  the  field  that 
are  covered  by  the  Clean  Air  Act  and  also  those  outside  the  field. 

I  am  not  familiar  with  the  technology  in  all  of  the  fields  that 
would  be  covered  by  the  provision  but  I  must  say  that  in  the  area  of 
automobile  exhaust  gas  pollution.  I  am  somewhat  familiar  with  the 
art,  and  I  do  not  know  either  in  that  field  or  any  other  field  relating 
to  air  pollution  where  there  would  only  be  one  patent  and  no  other 
patent  in  the  field. 

In  the  field  of  automobile  exhaust,  for  example,  there  are  many, 
many  patents,  certainly  more  than  a  hundred,  and  my  feeling  is  that 
if  the  owner  of  one  patent  should  refuse  to  grant  a  license,  which  by 
the  way  in  my  experience  is  very  rare,  even  then  the  other  99,  or 
whatever  the  other  number  is,  would  still  be  available  for  use  by 
people  in  the  industry  who  want  to  get  into  that  field. 
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Furthermore,  I  feel  that,  and  I  have  observed  this  in  many  cases  in 
other  iiekis,  if  there  is  a  patent  that  is  important  and  seems  to  stand 
in  the  way,  at  least  partially,  of  competition,  I  have  observed  that 
this  acts  as  a  spur,  it  urges  the  competitiors  to  invest  money  in 
research  primarily  for  the  purpose  of  avoiding  the  claims  of  the 
offending  patent,  and  it  seems  astonishing  to  me  how  many  times 
this  additional  research  not  only  avoids  the  patent  but  generates 
new  patents  and  new  ideas  which  turn  out  to  be  for  the  further 
benefit  of  the  public. 

So  these,  ]Mr.  Chairman,  are  my  views,  my  personal  views,  as  to 
why  I  favor  the  resolution  that  our  association  has  made. 

There  was  a  comment  this  morning  with  respect  to  whether  a 
double  standard  exists  between  the  standard  of  invention  as  set  up  by 
the  U.S.  Patent  Office  and  that  of  the  courts.  Again  speaking  individ- 
ually, may  I  say  that  in  the  first  place  I  do  not  really  believe  such  a 
double  standard  exists.  I  think  the  Patent  Office,  based  on  my  experi- 
ence with  it,  which  goes  back  over  20  years,  I  believe  the  Patent  Office 
has  endeavored  to  stay  within  the  confuies  of  the  standard  of  inven- 
tion as  defined  by  the  courts. 

I  think  it  is  easy  to  explain  why  some  72  percent  of  litigated  patents 
are  declared  invalid  by  the  courts  and  my  explanation  is  this: 

AVhen  an  invention  is  in  the  application  stage  before  the  Patent 
Office,  no  one  usually  knows  whether  this  is  a  "million  dollar  in- 
vention" or  an  inconsequential  invention  or  somewhere  in  between. 
If  it  is  a  "million  dollar  invention,"  it  usually  takes  quite  a  while  to 
develop  it  and  to  appreciate  the  fact  that  it  is  commercially  effective 
and  truly  valuable. 

For  that  reason,  when  a  patent  becomes  involved  in  litigation  and 
large  amounts  of  money  are  at  stake,  the  defense,  seeking  to  invali- 
date the  patent,  finds  it  worthwhile  to  invest  very  large  sums  of 
money,  time  and  effort  in  searching  the  four  corners  of  the  world  to 
find  effective  prior  art.  It  just  is  not  economically  feasible  for  a 
patent  examiner  to  do  that.  He  cannot  treat  every  patent  as  a  million 
dollar  invention  because  he  would  never  get  his  examining  job  done. 

So  I  think  practical  reasons  lie  behind  this  large  number  of  patents 
that  are  held  invalid  by  the  courts  and  not  any  double  standard 
between  the  Patent  Office  and  the  courts. 

Xow,  I  would  like  to  point  out  that  in  the  bill  there  is  a  chapter  18 
which  calls  for  reexamination  of  the  patent  after  it  has  been  issued. 
This  is  a  new  thing.  We  now  have  no  such  provision  and  I  think  this 
would  strengthen  the  validity  of  patents  if  it  were  enacted  because,  in 
general,  chapter  18  provides  that  any  member  of  the  public,  if  he 
wishes  to  do  so,  can  notify  the  Commissioner  of  Patents  about  publi- 
cations or  patents  which  he  thinks  may  have  a  bearing  on  the  patent- 
ability of  any  claim,  and  in  this  way  the  patent  is  subjected  to  a 
more  stringent  examination  while  still  at  the  Patent  Office  level. 

Now,  as  1  stated,  we  have  produced  for  the  subcommittee's  exami- 
nation a  group  of  eminently  qualified  industrial  and  individual  wit- 
nesses who  are  in  a  position  to  review  actual  case  histories  of  factual 
circumstances  strongly  supporting  the  need  and  the  urgency  for  en- 
acting the  Scott  amendments  into  law. 

To  present  the  position  of  our  association,  I  have  the  pleasure  of 
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introducing  the  chairman  of  our  subcommittee  on  antitrust  laws,  Mr. 
Drobile. 

Mr.  Drobile.  Tliank  you. 

Mr.  Chairman,  it  is  indeed  a  pleasure  to  be  aWe  to  ai)p('ar  before 
this  subcommittee  today  to  testify  on  behalf  of  tlie  Pliiladelpliia 
Patent  Law  Association  as  the  chairman  of  the  sulx-onimittcc  on 
antitrust  laws. 

Our  association  as  a  whole  has  taken  an  official  position  in  sujiport 
of  amendments  2o  and  24  introduced  by  Senator  Scott  to  the  bill  for 
general  revision  of  the  patent  laws.  S.  64o. 

A  communication  reflecting  the  prior  position  of  the  board  of  gov- 
ernors supporting  the  amendments  in  principle  has  been  made  of 
record  and  published  in  the  Congressional  Record  when  Senator 
Scott  reintro(hiced  these  amendments. 

I  should  say  that  our  association's  official  endorsement  goes  to  the 
Scott  amendments  in  principle. 

We  are  not  wedded  to  any  particular  language  nor  do  we  vieAv  all 
of  the  provisions  with  equal  favor.  However.  I  might  say  that  there  is 
an  extremelv  strong  consensus  as  to  the  need  in  our  view  for  legisla- 
tive action  in  this  field. 

In  supporting  the  principles  of  the  legislative  proposals.  I  believe 
our  members  are  motivated  by  a  serious  concern  for  the  continuing 
vitality  of  the  patent  system  and  in  particular  for  the  preservation  of 
certain  traditional  rights  which  patent  owners  and  owners  of  inven- 
tions have  enjoyed. 

It  seems  to  us  that  certain  of  these  rights  have  been  clouded,  if  you 
will,  if  not  placed  in  actual  judicial  disfavor  as  a  result  of  some 
recent  judicial  decisions  and  some  recent  public  pronouncements  on 
behalf  of  the  antitrust  enforcement  agencies. 

We  believe  that  the  statutory  provisions  of  the  general  thrust  intro- 
duced by  Senator  Scott  are  necessary  in  order  to  remove  this  uncer- 
tainty and  to  preclude  erosion  of  the  rights  to  which  I  have  made 
reference. 

There  has  been  some  testimony  heretofore  b}^  opponents  of  this 
legislation  that  no  need  has  ever  been  demonstrated  factually  for 
legislation  provisions. 

I  simply  would  like  to  make  reference  to  the  very  exhaustive  and 
comprehensive  investigation  and  study  made  by  the  President's  Com- 
mission on  the  Patent  System  and  I  would  like  to  quote  one  place 
where  the  Commission  concludes  that  ".  .  .  uncertainty  exists  as  to  the 
precise  nature  of  the  patent  right  and  there  is  no  clear  definition  of 
the  patent  misuse  rule.  This  has  produced  confusion  in  the  public 
mind  and  a  reluctance  by  patent  owners  and  others  to  enter  into 
contracts  or  other  arrangements  pertaining  to  patents  or  related 
licenses." 

I  think  that  this  conclusion  goes  a  long  way  toward  providing  some 
of  the  types  of  supporting  documentation  that  the  opponents  of 
this  legislation  have  indicated  is  nonexistent. 

The  opponents  of  the  Scott  amendments  argue  that  tins  is  an  area 
of  the  law  which  should  be  permitted  to  develop  on  a  case-by-case 
method  rather  than  through  legislative  enactment. 

The  members  of  our  association  do  not  agree  with  this  position  and 
their  arguments  fall  into  two  categories. 
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First,  the  Scott  amendments  to  a  large  extent  simply  legislate  or 
codify,  we  think,  existing  practices  which  traditionally  have  been 
held  legal.To  a  relatively  minor  extent  they  restore  to  the  law  cer- 
tain practices  which  recently  have  been  cast  into  doubt  or  in  dis- 
favor. 

With  respect  to  the  latter  practices,  I  might  mention  that  the 
asserted  preenxption  by  Federal  law  of  the  State  law  of  unfair  com- 
petition dealing  with  trade  secrets  and  confidential  know-how.  The 
question  of  assignor  and  licensee  estoppel  to  deny  patent  validity, 
tlie  freedom  of  setting  the  rate  of  royalty,  the  basis  of  royalty,  tlie 
manner  and  period  of  royalty  payments,  and  package  licensing  with- 
out allocation  of  royalties  among  individual  patents;  and  the  right 
not  to  license  are  areas  in  which  recent  decisions  have  raised  a  serious 
question  concerning  the  continued  legality  of  traditional  practices. 

In  those  areas,  as  I  mentioned,  we  feel  that  the  most  effective  way 
to  remove  the  uncertainty  and  reconfirm  the  legality  of  traditional 
practices  is  tlirough  legislation. 

Xow,  in  other  areas  where  the  avowed  intent  of  the  Scott  amend- 
ments is  merely  to  sanction  legislatively  the  practices  which  so  far 
as  we  can  determine  still  are  proper,  it  seems  to  us  that  the  major 
thrust  there  is  to  remove  the  element  of  uncertainty  created  by  recent 
pronouncements  of  the  antitrust  enforcement  agencies. 

In  the  absence  of  a  codification,  the  owner  of  a  patent  who  wishes 
to  follow  any  one  or  more  of  these  presently  permissible  practices 
must  be  willing  to  accept  the  significant  risk  that  at  some  later  date 
they  may  be  declared  illegal. 

In  the  face  of  this  risk,  it  may  well  be  that  a  prudent  businessman 
might  be  inclined  to  forego  practice  of  a  right  that  he  otherwise 
should  be  able  to  engage  in. 

I  might  just  quote  from  a  speech  that  Prof.  S.  Chesterfield  Oppen- 
heim  gave  recently  before  the  Licensing  Executive  Society  here  in 
Washington  on  April  21.  Professor  Oppenheim  says,  and  I  quote, 
''The  bar  and  patent  licensing  exeuctives  are  now  faced  with  specula- 
tive evaluations  regarding  the  impact  these  newly  announced  chal- 
lenges of  the  antitrust  division  may  have  on  the  courts  or  on  the 
Congress.  Under  our  systems  of  checks  and  balances,  either  the  judi- 
ciary or  the  Congress  may  have  the  final  say.  In  the  interim,  however, 
legal  counselors  may  be  in  a  quandary  as  to  how  to  advise  company 
managements.  Shall  they  advise  on  the  basis  of  what  the  law  is  or  on 
what  the  antitrust  division  believes  the  law  ought  to  be?" 

It  is  understandable  that  some  attorneys  may  be  heeding  the  advice 
of  ]\Ir.  McLaren's  special  assistant,  Bruce  B.  Wilson,  who  said  in  a 
speech,  and  I  will  summarize  this : 

I  believe  this  is  one  area  in  which  it  is  wise  for  the  private  practitioner  to  err 
on  the  side  of  caution. 

Going  back  to  Professor  Oppenheim'S  statement: 
"When  one  considers  the  fear  of  private  treble  damage  suits  if 
the  Governnient  should  succeed  in  its  attack  upon  a  particular  license 
provision,  it  should  not  be  surprising  that  the  inhibitory  effect  of 
the  warnings  of  the  antitrust  division  officials  may  cause  some  coun- 
selors to  hesitate  to  exercise  a  judgment  based  solely  on  existing 
judicial  precedents." 
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Professor  Oppenheim's  address  has  not  yet  been  printed  but  a  copy 
of  it  will  be  made  available  to  the  subcommittee. 

Finally,  I  would  simply  sum  up  by  saying  that  the  Philadelphia 
Patent  Law  Association  believes  that  the  value  of  the  practices  which 
are  embodied  in  the  Scott  amendments  will  be  amply  demonstrated 
and  have  been  amply  demonstrated  in  the  testimony  by  industry 
witnesses  such  as  those  that  are  appearing  here  today,  and  we  recom- 
mend the  principles  embodied  in  the  Scott  amendments  for  sei'ious 
consideration  and,  hopefully,  favorable  action  by  this  subcommittee. 

Thank  you  very  much. 

(The  statement  referred  to  follows:) 

Statement  of  James  A  Dkobile  of  the  PiiiLAnELPniA  Patent  Law  Associatio:? 

My  name  is  James  A.  Drobile.  I  am  an  attorney  and  a  partner  in  the  general 
law  firm  of  Schnader,  Harrison,  Segal  &  Lewis  in  Philadelphia.  "While  general 
in  scope,  my  practice  to  a  very  substantial  degree  involves  inventions  and 
know-how. 

For  the  past  several  years,  I  have  served  as  Chairman  of  the  Antitrust  Laws 
Subcommittee  of  The  Philadelphia  Patent  Law  Association,  one  of  the  larger 
and  more  active  groups  of  patent  practitioners  in  the  United  States.  It  is  in  this 
capacity,  and  at  the  direction  of  the  Association's  Board  of  Governors,  that  I 
appear  before  you  today,  to  urge  favorable  consideration  of  the  legislative 
proposals  embodied  in  the  Amendments  (Nos.  2.3  and  24)  introduced  by  Senator 
Scott  to  the  Rill  for  the  general  revision  of  the  Patent  Laws  (S-643;  02d 
Congress,  1st  Session). 

A  communication  reflecting  the  support  of  our  Board  of  Governors  for  the 
provisions  of  the  Scott  Amendments  in  principle  was  submitted  to  the  Chairman 
of  the  Senate  Subcommittee  last  year.  At  the  request  of  Senator  Scott,  this  has 
been  reprinted  in  the  CONGRESSIONAL  RP]CORD  of  March  10,  1971,  at  po^es 
S  3404  to  S  3411.  Most  recently,  and  based  upon  the  response  to  a  poll  of  our 
membership,  the  individual  members  of  our  Association  also  have  overwhelm- 
ingly endorsed  the  provisions  of  the  Scott  Amendments  in  principle.  Thus,  I  now 
can  state  that  our  Association  as  a  whole  officially  advor-ntes  legislative  enact- 
ment of  provisions  of  the  type  broadly  represented  by  tl<?  Scott  Amendments. 
Like  Senator  Scott,  we  are  not  "wedded  to  the  language"  of  the  Amendments, 
and  our  membership  does  not  view  all  of  the  provisions  with  equal  favor.  How- 
ever, there  is  an  extremely  strong  consensus  as  to  the  need  for  legislative  action 
in  this  field. 

In  supporting  the  principles  of  these  legislative  proposals,  our  members  are 
motivated  by  a  serious  concern  for  the  continued  vitality  of  the  Patent  System 
and,  in  particular,  for  the  preservation  of  legal  rights  traditionally  available  to 
the  owners  of  patents  and  trade  secrets.  Certain  of  those  traditional  rights 
recently  have  been  placed  under  a  cloud  of  uncertainty  if  not  in  actual  disfavor 
as  a  result  of  some  unfortunate  judicial  decisions  and  the  public  pronounce- 
ments of  the  antitrust  enforcement  agencies.  We  believe  that  statutory  provi- 
sions, of  the  general  thrust  of  those  here  under  consideration,  are  absolutely 
necessary  in  order  to  remove  that  cloud  and  to  preclude  erosion  of  those  rights. 

Some  opponents  of  the  proposed  legislation  argiie  that  this  is  an  area  of  the 
law  which  should  be  permitted  to  develop  on  a  case-by-case  basis,  rather  than 
through  legislative  enactment.  This  argument  cannot  apply  to  those  provisions 
of  the  Scott  Amendments  which  would  codify  certain  traditional  legal  rights 
which  have  been  placed  in  jeopardy  by  the  recent  court  decisions  to  which  I 
have  made  reference.  Obviously,  if  such  rights  are  meritorious,  they  most  effec- 
tively can  be  reconfirmed  through  legislative  action.  In  this  category  could  be 
included  such  matters  as :  the  freedom  from  Federal  pre-emption  of  the  State 
law  of  unfair  competition  dealing  with  trade  secrets  and  confidential  know-how  : 
assignor  and  licensee  estoppel  to  deny  patent  validity :  freedom  in  setting  rate 
and  basis  of  royalty,  and  manner  and  period  of  royalty  payment ;  and  package 
licensing  without  allocation  of  royalties  among  individual  patents. 

Manv  other  provisions  embodied  in  the  Scott  Amendments  fairly  represent 
existing  case  law.  Included  in  this  category  would  be:  territorial  grants  of 
rights  under  patents  and  applications ;  non-exclusive  grants  back ;  the  right  of  a 
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patent  owner  to  elect  not  to  license  his  patent,  to  license  some  but  not  all 
applicants,  and  to  license  exclusively  or  non-exclusively ;  and,  most  importantly, 
field-of-use  licenses,  broadly.  We  submit  that  legislative  action  is  desirable  even 
as  to  these  presently-existing  rights,  in  order  to  lift  the  cloud  of  uncertainty 
which  has  been  placed  over  them  by  thi-eats  of  future  challenge  made  on  behalf 
of  the  Justice  Department's  Antitrust  Division.  In  the  absence  of  such  codifica- 
tion, the  owner  of  a  patent  who  wishes  to  follow  any  of  these  presently-permis- 
sible practices  must  be  willing  to  accept  the  very  significant  risk  that  at  some 
later  date  they  may  be  declared  illegal.  In  the  face  of  such  risk  and  the 
attendant  substantial  liability  that  may  follow  from  future  treble  damage  suits, 
most  prudent  businessmen  very  likely  would  be  inclined  to  forego  their  present 
right  to  engage  in  such  practices. 

The  value  of  the  practices  sanctioned  in  the  Amendments  here  under  consider- 
ation is  demonstrated  through  other  testimony  before  this  Subcommittee.  The 
jeopardy  in  which  they  recently  have  been  placed  also  is  a  matter  of  record.  The 
Philadelphia  Patent  Law  Association  recommends  the  principles  embodied  in  the 
Scott  Amendments  to  this  Subcommittee  for  serious  consideration  and  favorable 
action. 

Senator  McClellan.  Thank  yon,  sir. 

Mr.  Miller.  Mr.  Chairman,  onr  next  witness  is  Mr.  "Walter  W. 
Beachboard,  who,  as  yon  may  remember,  is  secretary  and  general 
counsel  to  Smith,  Kline,  &  French  Laboratories. 

Mr.  Beachboard.  Mr.  Chairman,  my  company  is  heavily  involved  in 
pharmaceutical  research  and  it  is  certainly  motivated  by  the  patent 
system  insofar  as  the  investment  in  exploratory  work  in  the  drug- 
field  is  concerned. 

I  am  head  of  the  legal  department  and  within  my  jurisdiction  come 
matters  relating  to  patents  and  licensing.  To  say  that  the  recent  case 
of  Lear  v.  Atkins  has  thrown  my  work  into  confusion  is  putting  it 
mildly.  I  think  that  the  case  merely  decided  two  out  of  a  number  of 
(questions  leaving  many  in  areas  where  a  helpful  prediction  is  almost 
impossible.  And  this,  of  course,  is  the  reason  why  I  am  most  happy  to 
be  here  in  support  of  Senator  Scott's  proposed  section  261(f)  to  the 
patent  code. 

However,  it  is  not  merely  to  relieve  my  burden  as  counselor  in 
patents  and  licensing  that  I  am  here. 

I  feel  very  strongly  that  the  case  of  Lear  v.  Atkins  is  terribly 
unfair  on  inventors.  In  order  to  illustrate  that,  I  thought  I  would 
describe  an  example  involving  facts  taken  largely  from  Lear  v.  Atkins 
itself. 

Let  us  suppose  an  inventor  who  has  worked  for  years  on  a  most 
promising  device  obtains  a  patent.  He  then  picks  what  he  considers  to 
be  the  best  manufacturing  company  in  the  entire  Nation  to  distribute 
his  invention  and  he  grants  that  company  an  exclusive  license.  Need- 
less to  say,  the  inventor  is  most  happy  to  cooperate  with  the  compa- 
ny's engineers  in  perfecting  the  product  for  the  market. 

It  turns  out  that  tlie  product  is  a  smashing  success  and  tlie  royalties 
begin  to  pour  in  and  he  looks  forward  to  how  he  is  going  to  invest 
the  royalties  that  he  is  receiving. 

In  so  doing  he  is  overlooldng  entirely  Lear  v.  Atkins.  While  the 
product  was  being  launched,  the  patent  attorneys  for  the  manufac- 
turing company  were  looking  through  the  art  and  they  have  found  an 
obscure  reference  which  they  think  antedates  the  patent.  The  matter 
is  called  to  the  attention  of  general  counsel  and  general  counsel  says 
"why  should  my  company  pay  royalties  on  the  basis  of  a  j^atent  which, 
in  the  opinion  of  our  patent  department,  is  invalid  ?" 
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He  advises  the  company  to  file  a  declaratory  judgment  suit  to  have 
the  patent  declared  invalid. 

TTow,  where  do  the  parties  stand  at  this  point  in  time  ? 

First,  the  licensee  is  going  on  with  the  marketmg  of  the  inventor's 
device.  The  company  no  longer  pays  royalties.  As  a  precaution,  it 
puts  them  m  time  deposits  or  other  investments  and  it  tunis  out  that 
the  interest  on  this  is  enough  to  pay  the  attorneys'  fees. 

Meantime,  it  enjoys  the  happ}'  thought  if  the  company  loses  the  law 
suit  and  the  patent  is  finally  declared  valid,  all  the  company  has  to  do 
is  pay  what  it  was  originally  obligated  to  anyhow ;  namely,  pay  up  the 
royalties. 

Let's  take  a  look  at  the  plight  of  the  inventor.  The  inventor  under 
L,Gar  V.  Atkins  caimot  hope  to  get  any  royalties  until  the  end  of  the 
road  in  the  patent  litigation.  This  may  take  a  number  of  years. 

In  the  meantime,  if  he  hasn't  received  much  in  the  way  of  royalties, 
payment  of  legal  fees  becomes  burdensome.  'V^'liile  the  litigation  goes 
on,  he  sees  the  heart  being  torn  out  of  his  patent  insofar  as  any 
utility  or  gain  for  him  is  concerned. 

He  thinks  hopefully — Perhaps  I  can  license  this  to  someone  else. 
But,  of  course,  the  terms  of  his  license  provide  for  exclusivity  in  the 
company  that  originally  received  the  license.  This  hangs  as  a  cloud 
over  his  ability  to  license  anyone  else  and  he  fails  to  do  so. 

As  time  goes  by  and  the  end  of  the  litigation  comes  near,  he  has 
the  further  unhappy  thought  that  if  he  loses  he  not  only  does  not  get 
anything  for  the  invention  that  has  enriched  the  company,  but  he 
may  have  to  return  the  royalties  that  he  had  received  in  the  early 
stages,  on  the  ground  that  there  was  a  complete  failure  of  con- 
sideration. 

Xow,  this  situation  is  what  the  Scott  amendments  are  intended  to 
prevent. 

They  do  not  do  this  in  full,  of  course,  because  there  is  no  intention  of 
doing  anj'thing  more  than  to  give  the  inventor  a  little  leverage. 

First,  the  company  must  repudiate  the  license.  This  at  least  gives 
the  inventor  a  sporting  chance  to  license  someone  else.  Of  course, 
that  someone  else  might  feel  he  does  not  want  to  go  into  a  situation 
where  there  is  an  entrenched  competitor  but  at  least  the  inventor  has 
a  chance. 

The  Scott  amendments  also  say  that  the  inventor  is  entitled  to 
receive  tlie  royalties  which  he  received  before  the  notice  of  disa\-owal 
of  the  validity  of  the  patent.  Xow  this  is  only  fair  because  certainly 
the  company  has  received  full  consideration  by  its  start  on  the  market 
and  enjoying  a  period  when  the  trade  generally  regarded  the  patent 
as  being  perfectly  valid. 

Before  I  close  I  would  like  to  support  Senator  Scott's  amendment 
on  preemption. 

I  believe  that  Professor  Turner  in  his  testimony  today  tended  to 
minimize  the  impact  of  Justice  Black's  dissent  in  the  Lear  v.  Atkins 
case. 

In  the  first  place,  I  would  like  to  point  out  that  Justice  Black  was 
accompanied  in  his  dissent  by  two  Justices,  one  of  whom  was  the 
Chief  Justice. 

Second,  I  would  like  to  point  out  that  there  is  nothing  in  the 
majority  opinion  which  goes  counter  to  what  was  said  by  the  minor- 
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ity.  All  that  the  majority  did  in  fact  was  to  remand  the  whole  issue 
of  royalties  paid  on  the  basis  of  unpatentable  inventions  back  to  the 
courts  below. 

I  believe  that  the  validity  of  agreements  for  the  protection  and 
exploitation  of  unpatented  inventions  is  important  to  our  economy 
for  the  same  reasons  that  the  patent  system  is  important  to  our 
economy.  Such  aj2:reements  serve  as  an  incentive  for  going  through  the 
inventive  process,  and  just  as  important,  they  serve  as  a  basis  for  the 
obtaining  of  cai)ital  in  order  to  pursue  what  is  very  frequently  an 
even  more  tedious  road;  namely,  the  exploitation  of  the  invention, 
once  it  has  been  patented. 

Senator  Scott's  amendments  do  not  attempt  to  eradicate  the  doc- 
trine of  licensee  estoppel.  They  merely  provide,  as  far  as  patent 
licensing  is  concerned,  that  the  licensor  should  be  given  a  minimum 
ability  to  protect  himself. 

As  far  as  disclosure  agreements  are  concerned,  the  amendments 
merely  preserve  time  honored  common  law  principles  surrounding 
the  protection  and  disposition  of  trade  secrets  including  patent 
applications  while  they  are  still  in  the  before  patent  approval  stage, 
when  their  secrecy  is  protected  b"  an  act  of  Congress. 

I  want  to  second  what  one  of  my  colleagues  has  said.  Court  cases 
are  definitely  not  the  answer  to  Lear  v.  Atkins. 

That  case  took  10  years  from  its  inception  to  the  time  when  the 
decision  was  handed  down.  At  the  end  of  that  time  it  merely  estab- 
lished two  principles,  one,  the  doctrine  of  licensee  estoppel  is  no  more, 
and  the  other,  during  the  contest  no  royalties  will  have  to  be  paid. 
But  it  raised  literally  a  host  of  problems. 

In  my  opinion  these  other  basic  questions  couldn't  possibly  be 
decided  with  finality  for  10  or  15  years.  It  has  been  said  by  an  earlier 
witness  that  one  aspect  has  been  solved  by  the  recent  overturning  of  a 
case  in  the  second  circuit  by  the  court  of  appeals,  but  let  me  point 
out  that  a  case  in  the  court  of  appeals  anywhere  in  this  coimtry  settles 
nothing.  We  have  other  courts  of  appeals  and  even  then  no  one  knows, 
when  the  case  comes  before  the  Supreme  Court  itself,  how  the  Supreme 
Court  will  decide  the  matter. 

I  would  like  to  say  in  conclusion  that  under  Lear  v.  Atkins  there 
is  a  distinct  crimp  in  the  ability  to  gainfully  dispose  of  inven- 
tions whether  they  are  patentable  or  unpatentable.  I  think  that  this 
uncertainty  and  also  the  terrific  hardship  on  the  inventor  is  apt  to 
seriously  interfere  with  the  innovative  process  in  this  country. 

(The  statement  referred  to  follows:) 

Statement   of  Walter   W.    Beachboaed,    Secretary   and    General    Counsel, 
Smith,  Kline,  &  French  Laboratories 

Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  is  Walter  Beach- 
board.  I  am  Secretary  and  General  Counsel  for  Smith,  Kline  &  French  Laborato- 
ries of  Philadelphia.  My  service  with  SK&F  goes  back  to  1947  when  I  was 
designated  as  General  Attorney  for  the  Corporation.  I  became  General  Counsel 
in  1905  and  I  was  elected  Secretary  of  the  Corporation  in  the  same  year. 

Our  Company  has  long  been  heavily  research  oriented.  In  1970  our  research 
and  development  expenses  were  over  $31,000,000,  about  9%  of  our  total  sales. 
Without  protection  for  our  inventions  and  those  licensed  from  others,  we  would 
be  unable  to  maintain  our  present  high  position  in  drug  research.  Consequently, 
we  have  a  vital  stake  in  the  preservation  of  our  present  system  for  the 
protection  of  inventions. 
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To  insure  that  the  patent  system  continues  to  play  its  vital  role  in  the 
expansion  of  our  economy,  the  Chairman  of  this  Subcommittee  has  introduced  S. 
643  for  the  general  revision  of  the  patent  laws  and  Senator  Scott  has  introiluced 
the  "Scott  Amendments"  affecting  Sections  261,  271  and  301  of  the  proposed 
Patent  Code. 

My  primary  purpose  here  today  is  to  support  Senator  Scott's  amendment  to 
Section  261  of  the  Patent  Laws  adding  a  new  subparagraph  261(f)  to  stipulate 
that  no  party  to  a  license  can  contest  validity  of  a  licensed  patent  unless  he  (1) 
first  surrenders  all  future  benefits  under  the  patent  and  (.2)  agrees  to  settle  all 
past  obligations  due  imder  the  license  agreement. 

Before  going  into  the  merits  of  the  proposed  amendment,  I  think  it  would  be 
desirable  to  review  the  recent  U.S.  Supreme  Court  case  that  makes  a  statutory 
change  desirable.  Basically,  the  case  of  Lear  v.  Adkiiis,  30~>  U.S.  6r)3  (1!)6!>)  put 
an  end  to  the  doctrine  of  estoppel  which  prevented  the  licensee  from  attacking 
the  validity  of  the  patent.  An  analysis  of  the  case  shows  that : 

1.  The  licensee  can  now  disavow  the  patent  and  contest  its  validity  in  court. 
He  can  do  this  in  defense  of  an  infringement  action  and  also  by  way  of  a  suit 
for  a  declaratory  judgment  of  invalidity. 

2.  Once  the  licensee  has  asserted  invalidity  he  can  withhold  royalties  until  the 
final  decision  in  the  case  and  thus  use  his  attack  on  the  patent's  validity  as  a 
defense  against  the  payment  of  royalties. 

3.  By  implication  the  Court  held  that : 

(a)  If  the  patent  is  ultimately  declared  invalid,  the  licen.see  is  relieved 
of  the  obligation  to  pay  further  royalties  after  the  assertion  of  invalidity. 

(b)  If  the  patent  is  ultimately  declared  valid,  the  licensee  merely  has  to 
pay  the  royalties  which  are  due  under  the  license  agreement. 

4.  The  case  can  be  interpreted  as  holding  that  the  licensee  can  assert  invalid- 
ity without  losing  his  rights  under  the  license  agreement. 

Obviously,  this  decision  is  unfair  to  the  licensor.  A  licensee  can  now  avoid  the 
risk  of  being  an  infringer  in  the  initial  marketing  stages  and  then,  when  he  is 
commercially  established,  contest  the  patent  in  the  hope  of  avoiding  further 
royalty  payments.  If  the  patent  is  ultimately  declared  valid,  the  licensor  has  to 
wait  until  the  end  of  litigation  for  his  full  comj)ensation  and  the  licensee 
merely  has  to  pay  the  royalties  which  he  agreed  to  pay  in  the  first  place.  If  the 
patent  is  ultimately  proved  invalid,  the  licensee  will  not  have  to  pay  royalties 
after  his  repudiation  of  the  patent.  Nevertheless,  the  licensee  will  have  had  the 
benefit  of  a  head  start  over  unlicensed  competitors  during  the  entire  time  the 
patent  was  respected  in  the  marketplace. 

Let  us  consider  a  practical  example  where  the  inventor,  the  licensor,  spends 
many  years  developing  a  patentable  device.  He  then  selects  as  licensee  the  best 
manufacturing  company  in  the  country  to  exploit  the  invention.  The  licensee's 
engineers  pick  the  inventor's  brains  on  how  best  to  manufacture  the  product  and 
adapt  it  for  the  market.  Thereupon,  the  licensee  markets  the  device  which  proves 
a  smashing  success.  Orders  pour  in  and  the  inventor  begins  to  receive  royalties. 
However,  in  the  meantime  the  licensee's  patent  lawyers  have  found  weaknesses 
in  the  patent.  The  licensee,  having  nothing  more  to  gain  from  the  inventor, 
attacks  the  validity  of  the  patent  and  stops  making  royalty  payments. 

The  inventor  then  goes  to  his  lawyer  who  tells  him  that  under  Lear  v.  Adkins 
the  only  hope  of  obtaining  further  royalties  is  to  sue  for  them  in  a  case  in 
which  the  validity  of  his  patent  will  be  attacked  by  experts.  He  is  also  told 
that: 

(a)  During  the  lawsuit,  which  may  last  for  a  decade,  he  will  receive  no 
royalties. 

(b)  If  he  loses  the  lawsuit,  he  will  receive  no  further  royalties  and  may 
have  to  repay  the  royalties  already  paid  to  him. 

(c)  If  he  wins,  he  will  only  be  entitled  to  the  royalties  that  were  due 
him  under  the  agreement  anyhow.  Even  the  question  of  interest  on  the 
withheld  royalties  is  in  doubt. 

In  this  situation  the  inventor's  principal  hope  is  to  license  someone  else. 
How^ever,  other  potential  licensees  may  not  want  to  compete  with  the  original 
manufacturing  company  because  it  is  so  thoroughly  entrenched  in  the  market. 
Or,  on  advice  of  their  patent  counsel,  they  may  not  want  to  deal  with  the  inven- 
tor until  the  validity  of  the  patent  is  established  in  the  pending  litigation. 

If  the  inventor  had  given  an  exclusive  license,  the  unfairness  is  even  more 
acute.  In  such  a  situation  he  will  be  advised  that,  if  the  license  asireement 
remains  in  force  during  the  lawsuit,  he  cannot  license  anyone  else.  Throughout 
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the  litigation,  of  course,  tlie  mauufacturiug  company  will  continue  to  enjoy  its 
exclusive  position  in  the  market,  without  a  penny  going  to  the  inventor  who 
made  the  success  possible.  By  the  time  the  litigation  is  over,  the  patent  may 
have  expired. 

This  is  not  a  purely  hypothetical  case ;  most  of  the  facts  are  taken  from  Lear 
V.  Adkins.  It  is  this  unfair  situation  that  the  Scott  Amendments  are  intended  to 
redress. 

The  Scott  amendments  make  it  clear  that  the  licensee  must  repudiate  the 
license  if  he  is  to  obtain  the  benefits  of  the  Lear  v.  Adkins  decision.  If  the  li- 
censee can  both  attack  the  patent  and  enjoy  his  license  at  the  same  time,  he  will 
be  given  the  right  to  have  his  cake  and  eat  it  too.  This  he  should  not  be  able  to 
do.  The  requirement  of  repudiation  will  tend  to  equalize  the  position  of  the 
licensor  and  licensee  without  in  any  way  detracting  from  the  policy  which  the 
Supreme  Court  wanted  to  protect. 

Another  purpose  of  the  Scott  amendments  is  to  make  it  clear  that  the  licensor 
is  entitled  to  retain  royalties  paid  up  to  the  time  of  repudiation.  If  the  patent  is 
finally  declared  invalid,  the  licensee  obviously  can  claim  that  there  was  no 
consideration  from  the  beginning.  In  consequence,  he  may  demand  the  return  of 
royalties  paid  up  to  repudiation. 

Any  obligation  to  comply  with  such  a  demand  would  be  obviously  unfair  for 
the  following  reasons : 

1.  The  licensee  will  have  received  a  consideration-free  head  start  over  unli- 
censed competitors. 

2.  In  the  case  of  an  exclusive  license,  he  will  have  had  the  sole  benefit  of  the 
patent  and  will  have  blocked  others  from  entering  the  field. 

3.  Where  the  invention  is  expected  to  have  a  short  market  life,  the  licensee 
can  enter  into  a  license  agreement  with  the  idea  of  repudiating  it  later  on  and 
demanding  repayment  of  royalties.   Such  conduct  is  tantamount  to  fraud. 

There  is  solid  authority  for  the  proposition  that  repudiation  should  not  be  a 
defense  to  an  action  for  royalties  accrued  before  renunciation.  Universal  Rim 
Co.  V.  Scott,  21  F.  2d  340,  349  (N.D.  Ohio  1922)  cited  in  "The  Doctrine  of 
Licensee  Repudiation  in  Patent  Law"  G3  Yale  L.J.  125  (1953).  The  reason,  of 
course,  is  that  the  licensee  has  received  the  consideration  he  bargained  for. 

Before  I  close,  I  would  like  to  strongly  support  Senator  Scott's  proposed 
Amendment  No.  23  to  S.  643.  In  Lear  v.  Adkins  the  Supreme  Court  did  more 
than  abolish  the  doctrine  of  licensee  estoppel.  It  also  raised  doubts  as  to 
whether  agreements  for  the  confidential  disclosure  of  trade  secrets  were  any 
longer  entitled  to  protection  under  the  state  laws  of  unfair  comi>etition. 

License  agreements  commonly  provide  that  the  inventor  will  make  a  confiden- 
tial disclosure  to  his  licensee  of  information  concerning  his  invention  prior  to 
the  issuance  of  any  patent.  Such  agreements  include  royalties  for  the  disclosiire 
regardless  of  the  issuance  of  a  patent  thereon.  These  agreements  frequently 
provide  for  an  increase  in  the  rate  of  royalties  in  the  event  of  patent  issuance. 
They  may  also  provide  for  the  continuation  of  royalties  at  the  initial  rate  for  a 
further  specified  period  in  the  event  the  Patent  Office  refuses  to  issue  a  patent. 

In  addition,  there  are  many  agreements  pursuant  to  which  licensees  have 
agreed  to  pay  royalties  for  the  disclosure  to  them  in  confidence  of  information 
concerning  secret  processes  or  other  technical  know-how  which  are  probably 
unpatentable  and  for  which  no  patent  applications  will  be  filed.  The  protection 
of  such  information  is  necessary  for  the  same  reason  as  the  maintenance  of  the 
patent  system,  namely,  to  provide  both  an  incentive  to  creativity  and  an  incen- 
tive to  risk  capital  to  put  the  new  developments  to  use. 

The  Supreme  Court's  decision  in  Lear  v.  Adkins  implies  that  agreements  for 
the  protection  of  unpatentable  data  are  unenforceable  because  they  run  counter 
to  the  national  policy  established  by  Congress  in  the  adoption  of  the  patent  laws. 
The  majority  in  Lear  v.  Adkins  avoided  pronouncement  on  this  issue.  However, 
Chief  Justice  Warren  and  Justice  Douglas  joined  in  a  dissent  by  Justice  Black 
stating  that  an  agreement  to  pay  royalties  on  an  unpatented  development  was 
unenforceable  because  of  the  national  policy  of  the  patent  laws.  A  Federal 
judge  in  New  York  has  applied  this  dissent  as  the  law  to  a  license  agreement 
concerning  unpatentable  confidential  information.  I  understand  that  this  case 
has  been  over-ruled  but  in  the  absence  of  legislation  on  this  point  one  cannot 
confidently  predict  what  another  court  will  decide. 

Senator  Scott's  proposed  amendment  concerning  the  preservation  of  the  state 
laws  of  unfair  competition  is  necessary  to  assure  the  enforceability  of  agree- 
ments providing  for  the  confidential  disclosure  of  trade  secrets.  Agreements  of 
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this  sort  lie  at  tlie  very  heart  of  our  nation's  technological  development. 
Consequently,  invalidity  or  uncertainty  may  have  the  most  harmful  results  for 
this  country. 

In  conclusion,  I  believe  that  prompt  legislation  is  essential  in  the  field  of 
patent  licensing  which  is  in  a  chaotic  state  as  a  result  of  the  Supreme  (.'ourt 
decision  in  Lear  v.  Adkins.  The  judicial  process  is  just  too  slow  to  bring  about 
the  clarification  which  investors  and  industry  sorely  need  now. 

It  took  10  years  after  the  onset  of  litigation  for  the  Siii)ren>e  Court  to  render 
its  decision  in  Lear  v.  Adkins.  This  decision,  when  finally  handed  down,  merely 
settled  two  of  the  many  issues  involved  in  the  case. 

The  Scott  amendments  are  not  intended  to  set  the  clock  back.  They  do  not 
restore  the  doctrine  of  license  estoppel  to  test  patent  validity  which  was 
abolished  by  Lear  v.  Adkins.  They  do  not  propose  anything  novel  in  licensing 
outside  the  field  of  patents. 

As  far  as  patent  licensing  is  concerned,  they  provide  a  minimum  of  protection 
for  the  licensor  whose  patent  has  been  enjoyed  and  then  disavowed  by  the 
licensee.  In  the  field  of  confidential  disclosures  they  make  it  clear  that  rules  for 
the  protection  of  disclosures  that  have  been  well  established  under  the  common 
law  are  still  the  law  of  the  land. 

Senator  ]\rcCLF.rj.Ax.  Thank  von,  sir. 

All  right,  Mr.  Miller. 

Mr.  ^Itij  i:n.  I  am  pleased  to  present,  Mr.  Chairman,  Dr.  Robert  ^V. 
Cairns  of  Hercnles. 

Dr.  Cairxs.  I  have  been  working  with  Hercnles,  which  is  a  major 
chemical  mannfacturer,  for  37  years,  and  have  been  head  of  its 
research  managejneiit  for  the  last  15  years.  In  tliat  Ijacliirroimd  1 
have  come  into  the  recognition  of  the  essential  role  of  the  United 
States  patent  system  in  guiding  and  stimulating  the  innovative  proc- 
ess in  the  Ignited  States  industry,  particularly  in  the  chemical  indus- 
try of  v\-hich  I  am  thoroughly  familiar. 

In  this  activity  we  look  to  the  patent  system  to  contribute  two 
things.  Oiie  of  the  most  imi)ortant  elements  is  a  free  comnnmication 
of  research  results  fairly  promptly  after  they  are  first  revealed.  This 
would  ccrtiiinly  not  be  the  case  if  we  had  a  seriously  impaired  patent 
system  l)ecause  it  would  push  everything  underground.  And  believe 
me  we  study  the  patent  literature  assiduously,  and  spend  many  thou- 
sands of  hours  for  high-speed  alert  systems  so  we  can  get  the  last 
word  very  quickly,  and  this  is  a  worldwide  situation. 

Secondly,  if  we  are  fortunate  enough  to  develop  something  new, 
which  is  innovative  and  patentable,  wo  do  ha\'e  an  opj^ortimity  to 
develop  this  into  a  practical  commercial  process  and  into  a  practical 
market  so  that  v.e  can  operate  and  give  the  benefits  to  the  public  of 
our  innovations,  and  we  nuist  have  something  akin  to  the  patent 
.system  in  order  to  do  this  because  otherwise  we  could  not  afford  to 
take  the  types  of  risk  that  we  must  take  to  build  new  plants  and 
venture  into  new  markets  with  needs  as  yet  to  be  demonstrated. 

I  am  in  favor  of  the  Scott  amendments  in  principle  and  I  wish  to 
speak  particularly  to  that  poition  of  the  amendments  which  would 
allow  a  patent  owner  to  license,  in  whole  or  in  part,  the  subject 
jnatter  of  his  pal  out  to  any  party  or  parties  of  his  choice.  And  this,  of 
course,  covers  the  general  question  of  field  of  use  and  T  would  like  to 
make  a  few  remarlcs  on  that  elemenl  itself. 

But  for  a  better  understanding  of  the  importance  of  licensing 
flexibility  with  re.spect  to  patent  rights  and  how  it  may  affect  the 
health  of  the  industrial  development  and  in  particular  in  interna- 
tional competition,  I  would  like  to  acquaint  the  conmiittce  witli  sonic 
of  my  personal  views  which  were  formed  out  of  this  experience. 
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It  certainly  appears  that  world  leadership  of  American  industry  is 
being  seriously  threatened  by  Japanese  and  European  competition 
and  T  kno^Y  of  no  way  better  to  meet  this  com.petition  than  to  exercise 
our  innovations  and  put  our  inventions  to  good  use  as  expeditiously 
as  possible.  This  is  the  real  reason  why  I  think  the  American  indus- 
try is  in  a  position  of  leadership  today. 

Now,  one  must  miderstand  that  commercial  utility  depends  not 
only  on  a  new  concept,  that  is  the  basis  of  a  patent  grant,  but  it 
requires  the  marketing  skills  of  an  experienced  industry  to  bring  it 
into  economically  available  form  for  the  public  user.  You  have  to 
have  both  elements.  You  ha^-e  to  have  the  concept  protected  by  patent, 
and  tlie  development  brought  into  the  market  place. 

Substantial  capital  must  be  put  at  risk.  We  all  know  tliat.  Poten- 
tial users  must  learn  of  the  new  product  and  skilled  marketers  must 
make  them  acquainted  Avith  the  needs  that  thej'.  initially  perhaps,  did 
not  even  appreciate  that  they  had.  This  is  the  way  that  we  get  new 
growth  and  new  developments. 

The  growth  of  new  markets  for  new  products  must  be  nurtured  for 
years,  literally,  and  during  that  time  whoever  is  sponsoring  the  devel- 
opments is  going  to  great  expense  and  with  no  thought  of  return 
unless  he  has  complete  success. 

Wliile  it  is  frequently  the  case  that  the  innovating  company  makes 
discoveries  outside  of  its  own  field  of  marketing  expertise,  you  cannot 
tell  in  advance  who  is  going  to  innovate  what.  You  start  exploring  a 
given  field  of  science  and  technology  and  you  come  up  with  certain 
imi ovations.  They  may  be  those  you  can  exploit  yourself  or  develop 
for  public  use,  but  generally  speaking,  you  frequently  find  that  you 
either  are  inventing  something  in  someone  else's  field  of  development  or 
you  are  finding  that  your  developments  are  incomplete,  and  this  is 
where  licensing  enters  the  picture. 

It  really  is  essential  in  order  to  match  the  innovative  skills  of  one 
group  of  people  with  the  marketing  and  application  skills  of  another, 
and  those  two  sets  of  people  ma}'  seldom  come  under  the  same  roof 
unless  it  is  a  very  large  organization.  Consequently,  I  would  say  an 
essential  element  of  the  U.S.  patent  system  is  a  free  transferability  of 
patent  rights  from  the  original  patent  owner  to  someone  who  is  in 
position  to  make  the  patented  invention  freely  available  in  the  market- 
place and  at  large  volume  with  all  of  the  skills  that  that  entails,  and 
it  is  in  this  particular  area  that  I  think  the  Scott  amendment  states 
something  which  is  as  yet  unsaid  in  patent  law  but  which  we  all  seem 
to  go  by. 

I  say  that  because  it  has  been  my  conviction  in  the  past  that  one 
could  license  under  reasonable  conditions,  I  am  worried  about  the 
way  trends  have  come  up  recently,  and  particularly  in  light  of  the 
testimony  that  I  have  heard  presented  before  this  committee  as  to 
whether  this  system  of  free  transferability  of  licensing  rights  is  not 
under  serious  threats.  I  think,  therefore,  it  is  time  for  the  committee 
to  apply  itself  to  the  prol^lem  and  see  if  one  cannot  generate  some  kind 
of  legislative  clarification  which  does  not  rely  on  this  ^'ery  painful 
and  terribly  expensive  and  unpredictable  process  of  court  litigation. 

XoAv,  as  to  the  need  for  codification,  let  me  explain  from  my  own 
experience  what  happened  in  an  explicit  case.   In   1954,  Hercules 
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obtained  ajrreement  with  the  inventor  of  certain  new  types  of  cata- 
lysts, catalyst  components,  known  as  aluminum  trialkyls.  The  inven- 
tion related  to  a  process  for  the  manufacture  of  these  catalyst  compo- 
nents and  the  reason  it  was  important  to  us  is  because  these  catalysts 
were  used  in  another  set  of  inventions  of  the  same  overseas  inventor 
relatinof  to  the  polyiueri/ation  of  olefins,  wliicli  are  btusic  petrochemi- 
cals, and  for  the  protection  of  new  })lastic  materials. 

Well,  we  found  that  we  had,  as  a  result  of  agreement,  the  exclusive 
and  sole  right  to  manufacture  for  sale  these  sul)stances  in  the  United 
States  under  a  patent  granted  on  a  l)asic  invention.  At  the  same  time, 
the  owner  had  granted  to  manufacturers  of  these  polymers,  these  new 
polymeric  plastic  substances,  the  right  to  make  and  use  the  catalyst 
components  for  their  own  use,  but  this  did  not  grant  to  them  the  right 
to  sell.  We  were  the  only  ones  who  had  the  right  to  sell. 

So  we  were,  therefore,  able  to  develo])  a  market  among  tliese  poly- 
mer manufacturers,  to  sell  them  aluminum  trialkyls  for  their  own 
use.  ;i.nd  f  rei^ly. 

Well,  this  right  was  challenged  in  the  U.S.  District  Court  in  Dela- 
ware in  the  case  between  the  P^thyl  Corp.  and  Hercules  nnd  tlie 
license  conditions  under  this  challenge  were  held  to  be  valid  and  the 
court  determined  that  Ethyl  Corp.,  who  had  the  right  from  the  patent 
owner  to  manufacture  for  its  own  use,  did  not  have  tlie  riglit  to 
manufacture  these  materials  for  sale. 

In  other  words,  this  was  a  case  of  a  limited  license,  from  a  valid 
patent  owner,  to  Hercules  for  general  sale  and  this  was  upheld  in  the 
U.S.  District  Court  in  Delaware. 

After  this  decision,  however,  Hercules  was  informed  that  the  Jus- 
tice Department  believed  that  the  holding  of  the  U.S.  District  Court 
in  Delaware  was  wrong,  and  the  .Tustice  Department  woidd  attempt  to 
have  the  issue  relitigated. 

Last  year  the  Government  did  start  a  suit  in  the  U.S.  District 
Court  in  the  District  of  Columbia  on  this  issue.  It  is  alleged  that  the 
licensing  practice  is  illegal  and  is  in  \-iolation  of  the  antitrust  laws, 
evidently,  regardless  of  an}'  rule  of  reasonableness. 

I  cite  this  as  a  specihc  case  in  the  record  which  showed  that  we  did 
have  litigation  to  develop  a  point  of  law  and  then  we  were  clial- 
lenged,  nevertheless,  and  are  sitill  under  challenge  of  the  Justice 
Department  for  violation  of  another  statute  which  I  do  not  believe  we 
are  in  violation  of. 

I  believe  that,  therefore,  it  is  certainly  necessary  and  desirable  that 
the  Scott  amendments  or  a  resonable  facsimile  of  them  should  be 
included  in  the  new  patent  reform  bill  now  before  this  subconunittee ; 
otlierwise  I  think  we  ai'e  going  to  wake  up  some  day  to  the  complete 
erosion  of  the  real  beneficial  effects  of  our  patent  system  and  to  a 
different  kind  of  competitive  business  atmosphere  based,  not  on  shar- 
ing the  results  of  innovation,  by  disclosure  and  availability  to  others 
supi)orted  by  the  patent  system,  but  rather  on  a  system  that  would 
impair  technological  progress  and  force  us  back  into  secrecy. 

I'liank  you. 

(The  statement  referred  to  follows:) 

Statement    of    Dk.    Koi!ekt    W.    Caikxs.    Vice    Presihent    of    Research    for 

Hercules,  Inc. 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Robert  W. 
Cairns.  I  appear  before  you  in  my  position  as  Vice  President  for  Research  of 
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Hercules  Incorporated.  I  had  the  privilege  of  appearing  before  this  Subcommit- 
tee in  January  of  1968  in  connection  with  one  of  the  earlier  bills  relating  to 
patent  law  revision.  My  appearance  at  that  time  was  on  behalf  of  the  American 
Chemical  Society,  of  which  I  was  president  at  that  time.  In  addition  to  my 
continuing  association  with  the  American  Chemical  Society,  I  have  been  since 
1969  a  member  of  the  National  Academy  of  Engineering  and  presently  am  a 
member  of  the  Council  (»f  that  organization. 

I  have  been  employed  by  Hercules  Incorporated  for  37  years  and  for  the  last 
15  years  I  have  been  responsible  for  research  and  development  activities  of  that 
company,  first  in  the  capacity  as  Director  of  Research  and  since  1966  as  Vice 
President  for  Research.  1  am  also  a  member  of  the  Board  of  Directors.  My 
appearance  today  is  as  a  proponent  of  the  Scott  Amendments  to  S-673  which 
would  add  a  new  section  261  entitled  "Transferable  and  Licensable  Nature  of 
Patent  Rights." 

I  appreciate  the  opportunity  to  speak  on  behalf  of  the  Scott  Amendments  and 
I  intend  to  address  my  remarks  to  that  portion  of  the  Scott  Amendments  which 
will  permit  a  patent  owner  to  license  his  patent  or  patents  in  such  a  manner  as 
to  contain  a  field  of  use  limitation.  I  sincerely  believe  that  tlie  public  interest 
will  be  best  served  by  a  clear  and  unequivocal  enunciation  by  legislation  that  a 
field  of  use  licensing  policy  is  within  the  rights  granted  to  a  patent  owner.  One 
of  the  very  real  values  in  any  property  is  the  right  to  dispose  of  the  property  in 
a  manner  which  the  property  owner  believes  will  best  serve  his  own  interest, 
and  that  a  patent  should  not  be  treated  any  differently  from  any  other  property. 
A  patent  is  property  .iust  as  much  as  is  land,  or  a  house,  or  an  automobile,  or 
other  things  that  we  more  traditionally  think  of  as  property,  and  it  should  be 
clearly  recognized  and  treated  accordingly. 

With  or  without  the  Scott  Amendments,  a  patent  owner  is  free  to  sell  or 
dispose  of  his  entire  interest  in  a  patent.  However,  without  the  Scott  Amend- 
ments, the  right  of  a  patent  owner  to  dispose  of  only  a  partial  interest  in  his 
patent  through  licensing  or  otherwise,  will  be  questioned  by  the  Department  of 
Justice.  It  is  apparent  from  the  present  attitude  of  the  Anti-Trust  section  of  the 
Justice  Department  as  revealed  in  their  testimony  before  this  Subcommittee,  as 
well  as  in  other  published  statements  that  is  is  dedicated  to  establishing  as 
illegal  any  limitation  in  a  patent  license  agi-eement  which  amounts  to  anything 
less  than  the  complete  right  to  practice  all  rights  granted  to  the  patent  owner. 

Field  of  use  limitations  in  patent  licensing  are  not  something  new.  In  one  of 
the  more  celebrated  cases  in  the  entire  patent  field,  that  of  the  General  Talking 
Pictures  case,  305  U.S.  124,  decided  in  1938.  a  field  of  limited  use  was  specifi- 
cally recognized  and  sanctioned  as  being  within  the  right  of  the  patent  owner. 
This  case  is  still  the  law  and  I  believe  the  best  interest  of  the  public  will  be 
served  if  this  remains  the  law. 

I  do  not  !)elieve  this  important  area  of  the  patent  law  should  be  left  to 
endless  litigation  at  public  expense.  It  seems  to  me  that  the  right  of  a  patent 
owner  to  limit  the  scope  of  a  grant  under  his  patent  to  anything  he  chooses  less 
than  all  rights  thereunder  is  so  important  to  encourage  the  licensing  of  patents 
that  it  should  not  be  left  to  development  through  the  judicial  process  on  a 
case-by-case  basis,  but  rather  should  be  sanctioned  expressly  by  the  Congress 
through  legislation. 

For  a  better  understanding  of  the  importance  of  licensing  flexibility  with 
respect  to  patent  rights,  as  it  affects  the  health  of  industrial  development  and 
international  competition,  I  would  like  to  acquaint  the  committee  with  some 
personal  views  out  of  long  experience  in  the  chemical  industry. 

The  world  leadership  that  American  industry  has  characteristically  displayed 
during  this  century  is  under  severe  threat  by  Japanese  and  European  competi- 
tion. To  contain  this  threat  and  avoid  a  serious  and  possibly  permanent  decline 
in  our  economic  health,  we  must  not  only  continue  to  innovate  vigorously,  but 
above  all  American  industry  must  apply  its  inventions  as  expeditiously  and 
eflSciently  as  possible. 

Commercial  utility  depends  not  only  on  the  new  concept  that  is  the  basis  of  a 
patent  grant.  It  requires  the  marketing  skills  of  an  exporienced  industry  to 
bring  it  into  an  economically  available  form  for  the  public  user.  Substantial 
capital  must  be  put  at  risk  in  order  to  achieve  high  production  volume  and  low 
cost  of  product.  Potential  users  must  learn  of  the  new  product  and  its  useful- 
ness to  them.  Thus  the  growth  of  new  markets  for  new  products  must  be 
nurtured  for  a  term  of  years,  at  high  cost  to  the  developing  company. 

It  is   frequently   the  case   that  the   innovating   company,   which   through    its 
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f-()ntril)ution  to  the  state  of  the  art  has  iuhii'virl  jiatent  ownershiji,  is  imt  i<lenlly 
snitetl  to  accoinplishiiiK  siu'cessful  connnerciali'/atinii  in  the  inarkerphu-f.  IJc»-iis- 
ing  of  patents  provides  a  logical  way  to  ii!:>t(h  rhe  innovative  skills  of  the 
patent  owner,  with  the  necessary  applications  and  marketing  skills  of  a  licensee. 
1  believe  that  tlie  Scott  Aniendiuents  provide  a  legal  basis  for  a  necessary,  flex- 
ible licensing  policy — a  pcdicy  which  has  in  fact  for  many  years  been  actively 
exercised  in  the  United  States,  but  which  has  recently  come  under  increased 
challenge  by   the   Department   of   Justice's   Anti-Trusr    Division. 

Let  me  explain,  from  my  own  experience,  what  I  mean  by  a  flexible  licensing 
policy.  The  example  I  wi.sh  to  give  you  i.s  one  which  is  facing  my  company 
today,  and  I  believe  that  you  will  agree  with  me  that  this  situation  points  ui» 
the  need  for  the  S<'ott  Amendments. 

In  1954  Hercules  entered  into  an  agreement  with  the  owner  and  inventor  of  a 
chemical  process  invention  under  which  Hercules  acquired  exclusive  rights  as  to 
part  of  this  patent  monopoly.  Hercules  acquired  the  exclusive  and  S(jle  right  to 
manufacture  for  sale  aluminum  trialkyls  in  the  United  States  under  the  patents 
granted  on  the  basic  invention.  Under  the  agreement,  the  owner  could  liceu.se 
otliers  to  manufacture  for  their  own  use  but  with  no  right  to  manufacture 
aluminum  trialkyls  for  commercial  sale.  This  situation  poses  a  question  of  a 
limitation  in  a  licensing  arrangement  under  which  certain  licensees  have  no 
rights  to  resell  the  product. 

In  a  very  extended  and  hard-fought  litigation  in  the  United  States  District 
Court  in  Delaware  in  a  case  between  the  Ethyl  Corporation  and  Hercules,  the 
license  conditions  were  held  to  be  valid  and  the  Court  determined  that  the  Ethyl 
Corporation,  who  had  a  right  from  the  patent  owner  to  manufacture  aluminum 
trialkyls  for  its  own  use,  did  not  have  a  right  to  manufacture  aluminum 
trialkyls  for  sale  to  others. 

After  the  decision  in  the  case  of  the  Ethyl  Corporation  v.  Hercules.  Hercules 
was  informed  that  the  Justice  Department:  believed  that  the  holding  of  the 
United  States  Di.strict  Court  in  Delaware  was  wrong  and  the  Justice  Depart- 
ment would  attempt  to  have  the  issue  relitigated.  East  year  the  government  did 
start  a  suit  in  the  United  States  District  Court  in  the  District  of  Columbia  on 
this  issue.  It  is  alleged  that  the  licensing  i)ractice  is  illegal  and  is  in  violation  of 
the  antitrust  laws  evidently  regardless  of  any  rule  of  reasonableness. 

In  this  instance  the  patent  owner  was  not  in  a  position  to  exploit  the  patent 
through  his  own  production.  Licensing  or  selling  the  patent  were  the  only 
avenues  open  to  him.  He  chose  licensing.  It  was  anticipated  that  the  aluminum 
trialkyl  product  would  never  be  more  than  a  specialty  product,  serving  a  rela- 
tively small  market.  The  product  was  pyrophoric  and  required  special  experi- 
ence in  manufacturing  and  handling.  Under  the.se  circumstances  the  patent 
owner  determined  that  an  exclusive  license  for  manufacture  for  sale  would 
encourage  the  exclusive  licensee  to  do  the  nece.ssary  development  to  bring  the 
invention  to  the  maximum  utility  which  would  directly  benefit  the  jiatent  owner. 
At  the  same  time  the  patent  owner  recognized  that  .some  users  might  want  to 
manufacture  their  own  product  and  he  structured  his  licensing  policy  accord- 
ingly. The  current  action  in  the  U.S.  District  Court  in  the  District  of  Columbia 
apparently  seeks  to  test  this  licensing  poli(  y  again. 

I  believe  that  this  is  as  it  should  be  and  that  the  patent  owner  was  clearly 
within  his  rights  in  licensing  the  patent  as  he  did,  and  I  do  not  believe  that  a 
licensee  and  a  patent  owner  .should  tie  subjected  to  continuing  litication.  nor  do  I 
believe  it  proper  for  the  Justice  Department  to,  in  a  sense,  go  forum  shoi)pini:  to 
hopefully  find  a  forimi  more  favorable.  Litigation  of  this  type  is  very  expensive 
and  we  believe  that  the  resources  available  to  both  the  government  and  to 
industry  can  be  better  utilized  for  other  purposes.  More  certainty  as  to  what  a 
patent  owner  can  do  is  desirable,  and  I  believe  that  the  Scott  Amendments 
would  provide  this  certainty  while  at  the  same  time  alTording  ample  protection 
to  both  the  patent  owner  and  to  the  public. 

Tn  this  case,  for  example,  the  law  would  require  that  the  limitation  would 

jiermit  Hercules'  reasonableness  to  secure  the  patent  owner  the  full  benefit  of 

his  wishes.  This  standard  is  perfectly  acceptable  an<l  the  patent  owners  should 

,  be  in  a  position  to  defend  these  reasonablenesses.  To  establish  law  that  woubl 

artificially  bar  such  limitations  is  not  in  the  public  interest. 

In  my  opinion,  unless  the  Scott  Amendments  are  included  in  the  latest  patent 
reform  bill  before  this  Subcommittee,  we  can  wake  up  some  day  to  the  complete 
erosion  of  the  real  effects  of  our  patent  system   and   to   a   different  kind    of 
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competitive  business  atmosphere  based  not  on  sharing  the  results  of  innovation, 
by  disclourse  and  availability  to  others  supported  by  the  patent  system,  but  on  a 
system  which  could  impair  technological  progress. 
'  I  thank  you  for  this  opportunity  to  testify  and  present  my  views. 

Senator  McClellax.  Does  counsel  have  any  questions? 

Mr.  Brennan.  No,  Mr.  Chairman. 

Mr.  Miller.  Mr.  Chairman,  may  I  present  Mr.  Cole,  please,  as  our- 
next  witness. 

Mr.  Cole.  Mr.  Chairman,  I  have  filed  a  statement  with  a  description 
of  some  of  my  expertise  in  it.  I  would  like  to  emphasize  that  my 
experience  is  quite  different  from  those  of  the  other  speakers.  My  posi- 
tion has  been  primarily  in  medium-size  and  now  in  a  very  small  com- 
pany in  a  position  that  is  complementary  to  the  position  of  a  company 
like  Hercules. 

For  6  years  I  was  president  of  the  Polymer  Corp.,  in  Reading,  Pa., 
which  is  a  company  that  was  founded  in  1946  from  nothing  by  the 
founder  but  his  wife's  pots  and  pans  in  his  basement.  By  1963  the 
sales  were  about  $11  million.  I  took  over  in  1964  and  when  I  left  in 
1970  our  sales  had  readied  $"25  million. 

All  of  the  growth  of  this  company  was  due  to  internal  technologi- 
cal development.  Most  of  it  was  done  as  a  result  of  inventions,  patent- 
able inventions  either  made  by  Polymer  people  themselves  or  on  the 
l)asis  of  licenses  from  ihe  great  companies  like  Hercules  and  DuPoiit 
and  Monsanto  and  so  on.  I  would  like  to  mention  one  specific 
example  of  the  sort  of  license  under  which  we  operated  to  demon- 
strate the  importance  of  the  field  of  use  technique  to  the  small  and 
medium-size  oom])any,  the  way  in  which  the  developments  of  the 
large  companies  are  actually  made  available  to  consumers. 

Polymer  was  founded  on  the  use  of  nylon  as  a  plastic.  This  is  the 
same  nylon  that  so  beautifully  encases  the  legs  of  our  ladies  but  it 
also  haj)pens  to  be  one  of  the  toughest  and  most  abrasion  resistant  of 
all  plastics. 

At  I'olvmer  we  made  mill  sliaped  rods  and  plates  of  nylon  which 
could  be  sold  to  machine  shops  and  machine  just  the  way  brass  or 
iron  or  aluminum  is  machined  to  make  parts,  and  we  also  made  parts 
ourselves  by  a  variety  of  processes.  Some  of  the  parts  are  as  small  as  the 
tiny  gears  in  a  dial  telephone,  some  of  them  are  gears  6  feet  in  diameter 
which  are  used  in  paper  mills. 

The  nylon  that  v.e  used  is  chemically  the  same  as  the  nylon  that  is 
used  in  textile  fibers,  and  the  chemistry  of  nylon  is  so  complex  that  no 
one  can  afi'ord  to  do  broad  scale  deep  research  in  this  field  except  the 
very  large  companies  which  are  selling  hundreds  of  millions  of  dollars 
worth  of  nylon  fibers. 

It  has  been  our  experience  on  several  occasions,  and  I  will  mention 
one  of  them  explicitly,  that  we  could  obtain  from  the  large  companies 
the  right  to  use  their  technology  in  our  industrial  product  line  pro- 
vided they  wei-e  not  required  to  grant  licenses  to  us  1o  compete  with 
them  in  the  textile  field. 

For  example,  we  searched  for  a  type  of  nylon  that  we  could  use  to 
make  the  large  gears  that  I  have  mentioned  and  other  large  parts, 
including  parts  of  diesel  locomotives  and  so  on. 

Monsanto  had  developed  a  process  for  making  nylon  that  was 
particularly  suitable  to  this  type  of  production.  Although  they  had 
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come  across  it  in  their  research  related  to  textile  fibers  they  granted  to 
us  a  license  in  wliicli  one  field  was  exclusively  ^i-anted  to  us.  one  field 
was  exclusively  retained  by  them,  and  the  remainder  of  the  scoi)e  of 
the  patents  in  ([uestion  was  nonexclusively  licensed  to  us. 

With  that  license  we  were  able  to  establish  a  business  with  sales  of 
several  millions  of  dollars,  with  several  hundreds  of  employees  in  the 
United  States,  and  were  able  also  to  establish  plants  to  practice  these 
inventions  abroad  because  we  took  the  license  from  Monsanto  for  the 
whole  world. 

In  another  case  we  were  concerned  with  the  type  of  nylon  caMed 
nylon  1:2,  which  is  not  suitable  for  textile  applications  but  which  is 
very  hiirhly  desirable  in  coating  ap])lications.  There  was  only  one 
company  in  the  world  that  was  making  nylon  12  and  that  was  a 
European  company.  We  decided  to  look  into  the  question  of  manufac- 
turing nylon  12  ourselves  in  the  United  States. 

Our  chemists  studied  the  patent  literature  just  as  Dr.  Cairns  has 
said.  Our  chemists  also  assidously  studied  the  prior  art  and  we  had  in 
this  case  a  beautiful  example  of  the  way  the  patent  systems  works. 
The  chemists  produced  a  chart  on  a  piece  of  paper  about  G  by  8  feet. 
In  the  upper  left  hand  corner  was  the  starting  material.  At  the 
bottom  right  hand  corner  was  the  material  we  wanted  to  end  up  with, 
which  was  the  precursor  to  nylon  12. 

Covering  this  chart  in  different  colors  were  many  paths  from  the 
starting  material  to  the  finishing  material  and  there  were  three  or 
four  steps  in  each  process  and  at  each  step  there  was  the  name  of  the 
patent  owner  covering  the  process  of  going  from  A  to  B  to  C  to  D. 

Then  we  sat  down  with  the  people  who  owned  these  patents  and  in 
general  they  were  again  the  textile  companies.  I  recall  that  one  of 
them  was  Smia  Viscosa.  One  of  the  critical  steps  was  covered  by  a 
patent  owned  by  Smia  Viscosa,  which  is  one  of  the  large  Italian  textile 
companies.  We  were  able  to  piece  together  a  step  from  this  patent 
owner  and  a  step  from  that  patent  owner,  and  a  step  from  another  pat- 
ent owner,  and  we  ended  up  with  a  complete  process  embodying  the 
result  of  millions  of  dollars  of  research  by  other  people  that  we  could 
not  possibly  have  mounted  notwithstanding  the  fact  that  we  ourseh'es 
spend  about  SI  million  a  year  on  our  own  R.  &  D.  effort.  But  we  could 
not  possibly  have  done  this  on  our  own.  We  were  only  al)le  to  succeed 
without  quest  because  of  the  fact  that  the  law  j^ermitted  the  grant  of 
field  of  use  licenses.  We  were  able  to  negotiate  with  the  owners  of  those 
patents  who  were  textile  maiuifacturers,  licenses  to  use  their  technol- 
ogy in  our  field  of  coatings  on  the  condition  and  only  because  they 
were  able  to  grant  those  licenses  without  granting  us  licenses  to  manu- 
facture textile  fiber. 

If  it  had  not  been  possible  for  them  to  grant  licenses  of  that  sort 
they  would  not  have  granted  us  any  licenses  at  all  and  we  explicitly 
discussed  this  in  the  case  of  one  large  company.  AVe  said,  why  do  you 
worry  about  excluding  us  from  practicing  the  textile  fiber  applications 
of  their  patents,  we  are  not  going  to  compete  with  you  in  the  textile 
fiber  business  ?  And  they  said  yes,  we  worry  about  it  l)ecause  one  of  the 
other  large  companies  might  buy  you,  and  if  they  did  then  they  would 
have  the  right  to  comi^ete  with  us  with  our  own  technology. 

They  said  that  for  the  reason  we  know  you  are  not  going  to  coin  pete 
with  us  but,  nevertheless,  because  we  do  not  know  what  is  going  to 
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happen  to  you  or  your  company  we  are  going  to  put  that  restriction 
in  and  we  will  not  grant  the  license  unless  v.'e  can. 

Senator  MGCLELLA^^.  They  could  not  risk  a  competitor  buying  your 
company  ? 

Mr.  Cole.  That  is  correct.  But  they  could  assume  that  risk  pro- 
vided the  license  was  limited,  and  did  not  permit  us  or  our  successors 
to  practice  their  inventions  in  their  own  field  of  textiles. 

No^^',  I  gather  from  the  testimony  that  I  have  heard  here  today 
that  the  opponents  of  this  legislation  say  here  that  they  do  not  oppose 
field  of  use  li(^enses  per  se,  but  I  am  afraid  that  the  difficulty  is  that 
we  in  the  real  world  are  living  with  a  specter,  with  the  feeling  that 
we  are  waiting  for  the  otlier  shoe  to  drop. 

We  have  people  like  Mr.  McLaren  and  other  worthy  and  sincere 
proponents  of  their  point  of  view  going  about  the  covmtry  making 
speeches  about  the  direction  that  they  think  the  law  should  go  in 
these  matters.  They  say,  in  effect,  to  paraphrase  a  famous  statement, 
"we  have  no  further  territorial  demands ;  why  are  you  worried"  ?  And 
I  think  we  are  properly  worried  because  these  things  continue  to 
progress. 

Now,  I  have  been  a  patent  lawyer,  I  have  been  a  teacher  of  patent 
and  antitrust  law,  I  am  now  an  entrepreneur,  an  entrepreneur  of  the 
smallest  sort.  I  have  bought  a  small  company  with  my  own  money 
and  I  cannot  contemplate  a  life  of  such  detachment  as  the  lawyers  and 
the  professors  can  contemplate  of  waiting  for  these  things  to  be  settled 
on  a  case  by  case  basis.  I  do  not  mean  that  I  will  not  survive  unless  these 
matters  are  cleared  up,  but  I  mean  that  we  will  be  able  to  bring  inven- 
tions to  the  people  more  quickly,  cheaper,  and  better  if  that  other 
shoe  is  either  suspended  forever  or  it  is  allowed  to  drop.  We  do  not 
really  care  so  much  as  to  which  side  the  Congress  comes  down  on.  We 
care  the  most  about  having  the  matter  cleared  up  for  once  and  for  all, 
and  I  think  that  when  we  have  the  spectacle  of  two  departments  of 
the  Government  executive  unable  to  decide  where  they  stand  on  this 
matter,  and  the  professors  and  the  lawyers  unable  to  decide,  that  it  is 
an  appropriate  time  for  the  Congress  to  come  to  the  rescue  of  business 
and  say  "this  is  the  law." 

Thank  you  very  much,  sir. 

(The  statement  referred  to  follows :) 

Statemennt  of  William  P.  Cole,  Owner  and  President  of 
Rubber  Grafters,  Inc.,  Doylestown,  Pa. 

Mr.  Chairruau,  I  am  a  former  patent  lawyer,  having  practiced  in  Philadelphia 
from  shortly  after  the  end  of  World  War  II  until  1964,  at  which  time  I  left  the 
practice  to  become  President  of  the  Polymer  Corporation,  Reading,  Pennsyl- 
vania, a  manufacturer  of  industrial  plastics. 

Polymer  is  a  medium  size  company  having  started  from  scratch  in  1946  and 
having  reached  .*);il  million  of  sales  in  1963,  just  before  my  joining  the  company. 
In  1969,  the  last  full  year  of  my  presidency,  Polymer's  sales  were  $25  million. 

Polymer's  growth  was  entirely  internal  and  was  the  result  of  the  exploitation 
of  technology  to  produce,  from  high  performance  synthetic  materials,  plastic 
parts  and  components  tf)  replace  metal  industrial  parts.  The  company  conducted 
research  and  development  at  the  level  of  about  .$1  million  a  year.  Polymer 
operated  under  patent  licenses  from  a  good  many  large  and  small  companies, 
and  was  itself  a  licensor  of  several  processes  developed  by  Polymer. 

I  am  now  the  owner  of  a  very  small  company  whose  sales  are  expected  to 
reach  the  .$.".00,000  mark  this  year. 
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It  may  also  be  of  interest  to  the  Committee  to  linow  that  I  have  been  for  five 
years  a  Director  and  am  now  Vice  President  of  the  Society  of  tlie  Plastics 
Industry,  which  is  the  trade  association  of  the  plastics  industry  and  includes 
alxmt  1400  members,  most  of  whom  are  small  companies,  although  the  very 
large  companies  are  also  members. 

1  am  here  to  support  Senator  Scott's  Amendment  No.  24  to  S.  fH.'J  proposing 
the  codification  of  the  patentee's  ancient  right  to  restrict  licenses  granted  under 
his  patent  t(j  a  "field  of  use",  which  point  is  dealt  with  in  Section  2(U(b)2  and 
271(f)  of  the  proposed  Amendment. 

The  growth  of  the  Polymer  Corporation  from  a  standing  start  in  VMii  to  2' 
million  of  sales  in  1969  pntvides  striking  illustration  of  the  importance  to  our 
economy  of  i)reserving,  as  the  Scott  Amendments  do,  the  long-standing  right  of 
the  patentee  to  grant  licenses  for  a  field  narrower  than  the  full  scope  of  his 
patent.  The  Polymer  Corporation's  experience  further  illustrates  how  such  field- 
of-use  licenses  make  is  possible  for  small  companies  to  exploit  inventions  of 
large  companies,  thereby  contributing  to  their  own  growth  and  indirectly  to 
benefit  ultimate  consumers. 

Polymer's  business  was  built  upon  and  today  largely  rests  upon  the  use  of 
nylon  in  industrial  applications.  Nylon  is  well  known  to  all  of  us  as  a  synthetic 
textile  fiber.  What  is  not  so  well  known  is  that  the  same  material  v.hich  so 
beautifully  encases  the  legs  of  our  ladies  finds  application  in  the  form  of  parts 
or  components  in  machinery  and  equipment  ranging  from  tiny  gears  in  dial 
telephone  mechanisms  to  gears  six  feet  in  diameter  used  in  paper  factories. 

The  nylon  used  in  these  applications  is  chemically  the  .same  as  that  used  in 
textiles,  and  is  made  by  the  same  chemical  processes.  The  chemistry  of  these 
processes  is  complex,  and  its  investigation  is  so  expensive  that  only  the  very 
large  textile  companies  the  Dupouts  and  the  Monsanto.s — can  afford  to  undertake 
large-scale  research  in  the  field. 

From  time  to  time  Polymer  has  been  faced  with  the  problem  of  going  from  a 
known  raw  material  through  a  series  of  complex  chemical  steps  to  arrive  at  a 
type  of  nylon  useful  for  a  new  industrial  application. 

In  a  typical — and  actual— case,  we  found  that  the  best  way  to  make  very 
large  nylon  shapes — such  as  the  large  gears  mentioned  above  or  parts  for  diesel 
locomotives — was  by  way  of  certain  subtle  chemical  processes  invented  and 
patented  by  Monsanto.  Under  the  law  as  it  existed  then  and  exists  now, 
Monsanto,  although  not  willing  to  license  us  to  compete  with  them  in  the  textile 
fibers  field,  was  perfectly  willing  to  grant  us  a  license  to  use  its  inventions  in 
the  industrial  parts  field.  We  were  thus  able  to  develop  a  business  on  a  millinn 
dollar  scale  employing  hundreds  of  people.  Monsanto,  for  reasons  which  apiiear 
entirely  logical  and  reasonable,  would  not  have  granted  that  license  if  the  law 
had  required  them  to  couple  a  license  to  manufacture  textile  fiher.s — which  is  an 
important  segment  of  its  business — with  the  license  to  manufacture  industrial 
parts. 

My  role  at  Polymer  was  that  of  professional  manager  of  a  public  company.  I 
am  now  the  owner-manager  of  a  very  small  company  engaged  in  the  manufacture 
of  precision  industrial  parts  from  natural  and  synthetic  rubbers.  It  is  my  plan 
to  expand  that  business  through  technological  innovation  in  materials  and 
processing.  A  cornerstone  of  that  plan  is  my  ability  to  obtain  from  the  great 
chemical  companies,  and  possibly  from  smaller  companies  and  even  independent 
inventors,  the  right  to  use  their  technology  in  fields  which  are  not  of  interest  to 
them.  If  I  am  to  obtain  such  rights,  the  right  of  the  large  companies  and  other 
patent  owners  to  grant  "field  of  use"  licenses  must  be  unequivocal. 

Some  parties  have  advocated  that  if  "field-of-use"  licenses  are  to  be  granted  at 
all  they  should  be  permitted  on  a  case-by-ca.se  basis  rather  than  as  a  general  rule 
of  law.  If  the  right  to  grant  such  licenses  is  to  be  determined  in  such  manner,  at 
the  risk  of  having  the  entire  scope  of  licensed  patents  taken  out  of  the  patent 
owner's  control,  there  will  always  be  an  element  of  serious  doubt  whether 
I)atent  owners  will  be  able  or  willing  to  chance  granting  such  licen.ses  to  me  or 
to  other  small  companies.  The  result  will  be  that  .small  businesses  will  suffer. 
Small  companies  and  independent  inventors  who  may  be  in  a  position  and  wish 
to  license  only  certain  fields  of  use  covered  by  their  patents  will  suffer. 
Consumers,  who  otherwise  stand  to  benefit  by  the  technological  development  and 
commercial  exploitation  of  inventions  involved  in  fields  of  use  which  the  patent 
owners  may  not  be  interested  in  developing  themselves,  will  suffer.  I  therefore 
urge  the  adoption  of  Senator  Scott's  Amendment  No.  24  to  settle  the  law  so  that 
field-of-u.se  licenses  can  be  freely  granted  by  patent  owners,  and  obtained  by 
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parties   badly    in   need    of   rights    to    use    technology    that    otherwise    may    go 
unexploited  indefinitely. 

Senator  McClellan  .We  will  suspend  for  about  2  minutes. 

[A  recess  was  taken.] 

Senator  McClellan.  Mr.  Kirkbride,  you  may  proceed. 

Dr.  KiRivBRTDE.  My  name  is  Chalmer  G.  Kirkbride  and  I  am  very 
ha])py  to  be  able  to  appear  before  your  committee  today. 

I  am  a  chemical  engineer  by  training;.  I  have  over  40  years  of 
experience  in  the  field,  all  of  that  with  the  exception  of  4  years  was  in 
industrial  research  and  development.  The  4  yeai's  that  I  was  out  of 
that  I  was  teaching  at  Texas  A.  &  M.  as  a  distinguished  professor. 

I  am  here  today  by  invitation  of  the  Philadelphia  Patent  Law 
Association,  but  I  want  to  make  it  clear  that  I  am  appearing  as  an 
individual ;  these  statements  are  my  own. 

I  retired  from  Sun  Oil  Co.  the  first  of  January  1970.  During  the 
course  of  my  more  than  40  years  of  experience  in  the  field  of  research 
and  development  I  encountered  many  cases  where  it  became  very 
important  to  be  able  to  legally  limit  the  field  of  use  for  which  a 
patent  might  be  licensed. 

One  example  which  brings  out  the  situation  very  clearly  arose 
when  the  Avisun  Corp.  was  being  formed.  This  corporation  was  a 
joint  venture  between  the  Sun  Oil  Co.  and  American  Viscose  Corp. 
and  it  was  set  up  for  the  purpose  of  manufacturing  polypropylene 
and  derivative  products  including  film  fibers  and  molded  })roducts.  I 
personally  handled  most  of  the  negotiations  for  Sun  Oil  Co.  in 
connection  with  setting  up  the  conditions  under  which  this  company 
would  operate.  I  dealt  directly  with  Dr.  Frank  Reichel,  then  chairman 
of  the  board  and  chief  executive  officer  of  American  Viscose.  Sun  Oil 
Co.  had  certain  patents  that  it  M^as  willing  to  contribute  to  the  field  in 
the  sphere  of  operations  of  Avisun,  which  operations  centered  in  the 
manufacture  of  polypropylene  plastics.  However,  these  patents  which 
Sun  Oil  Co.  had  involved  the  polymerization  of  polypropylene  in  a 
spectrum  of  molecular  weight  and  the  lower  molecular  weight  products 
provided  excellent  lubricating  oil,  whereas  the  high  molecular  weight 
products  were  excellent  plastics. 

Sun  Oil  Co.'s  life  blood  business  was  in  the  manufacturing  and  sale 
of  motor  fuels,  lubricating  oils,  and  other  related  products.  Hence 
under  no  circumstances  was  Sun  Oil  interested  or  willing  to  convey 
to  Avisun  the  i-ight  to  make  lubricating  oils  in  competition  using 
Sun's  technology. 

Sun  was  quite  willing  and  wanted  to  convey  the  rights  to  manu- 
facture plastics,  polypropylene  plastics. 

Consequently,  in  the  agreement  which  we  reached  between  Sun  Oil 
Co.  and  American  Viscose  Corp.  the  manufacture  of  lubricating  oil 
by  ]3olymerization  of  polypropylene  was  very  carefully  eliminated 
from  the  patent  licensing  package  that  was  conveyed  to  Avisun. 

If  Sun  Oil  C^o.  had  not  been  able  legally  to  limit  the  field  of  use  in 
this  package  that  it  conve3^ed  to  Avisun,  these  patents  which  covered 
lubricating  oil  manufacture,  I  am  certain  that  the  creation  of  Avisun 
would  not  have  taken  place. 

Another  exam])le  in  my  experience  which  is  pertinent  to  this  situa- 
tion deals  with  the  microbiological  conversion  of  petroleum  fractions 
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into  a  useful  couipound.  Suu  Oil  Co.  spent  several  million  dolhirs  in 
research  dealiuu'  with  inicrol)i()h)Lncal  conveision  of  hydrocaihons. 
The  objective  of  this  work  was  to  find  some  microl>iolo<rical  j)n)cess 
whereby  useful  compounds  could  be  convered  out  of  perroU'um  and 
these  could  be  mai-keted  economically. 

Sun  Oil  Co.  discovered  that  many  of  the  products  that  were  bi-iuj; 
produced  by  these  microbes  possessed  pharmaceutical  effect! \eness 
and  Sun  had  no  backo-round  or  expertise  in  this  Held  noi-  did  Sun 
have  any  intent  to  <ret  into  the  pharmaceutical  business.  They  had 
plenty  of  problems  just  to  stick  with  their  own  knittini:-  in  tiii- 
petroleum  and  chemical  field. 

Consequently.  Sun  entered  into  a  contract  with  one  of  the  lai-<re 
pharmaceutical  houses  whereby  that  company  would  screen  these 
products  for  pharmaceutical  utility.  There  were  literally  hundreds  of 
these  comi)ounds  which  were  screened  by  this  company  and  the  ajrree- 
ment  was  that  if  they  found  one  that  was  attractive  to  them  from  the 
standpoint  of  pharmaceutical  ralue,  they  had  the  ri<rht  to  mamifac- 
ture  or  have  it  manufactured  and  to  market  it. 

Sun  Oil  wanted  to  retain  for  its  own  the  use  of  these  compounds  in 
the  petroleum  and  chemical  fields.  Many  of  them  were  very  effective 
as  additives  both  in  motor  fuels  and  in  lubricating  oil. 

Sun  Oil  Co.  under  no  circumstances  was  willing  to  convey  this  to 
the  rights  as  to  field  of  use  pharmaceutical  company  to  compete  with 
Sun  Oil  in  the  petroleum  and  chemical  field. 

In  summary,  tlie  thrust  of  my  testimony  here  is  that  if  the  Held  of 
use  limitations  in  patent  licensing  are  not  permitted,  the  growth  and 
development  of  ncAV  industries  and  the  consecpient  creation  of  new 
jobs  will  be  stifled.  I  am.  therefore,  in  favor  of  the  Scott  Amendment 
No.  24  so  that  the  field  of  use  limitations  will  have  the  full  force  and 
effect  of  statutory  law.  The  Congress  should  lay  down  the  guidelines 
to  cover  the  huge  majority  of  cases  and  I  am  sure  that  the  Congress  will 
do  this.  Then  the  courts  can  take  up  cases  on  a  case-by-case  basis  that 
involve  misuses  of  patents. 

Thank  you  very  much. 

Senator  ^IcClellax.  Thank  you.  I  gather  from  your  testimony, 
and  this  is  the  thrust  of  possibly  the  testimony  of  all  of  you  ])articu- 
larly  in  this  area,  is  that  the  limited  license  is  deHnitely  in  the 
interest  of  the  consuming  public. 

Dr.  KiRKBRiDE.  I  am  positive  this  is  right. 

Senator  McCi.ellax.  Is  that  the  genei-al  thrust  ? 

Dr.  KiRKBinoE.  Yes,  sir. 

(The  statement  referred  to  follows:) 

Statement  of  Chalmer  G.  Kiukbkide 

My  name  is  Chalmer  G.  Kirkbride.  I  am  a  chemical  engineer  by  training.  I 
received  my  academic  training  at  the  University  of  Michigan,  leaving  there  in 
1930  with  a  Master  of  Science  degree.  I  have  received  three  honorary  doctorates 
in  science  or  engineering — one  from  Beaver  College;  one  from  Drexel  Iniver- 
sity :  and  one  from  I'MC  Colleges. 

After  leaving  the  University  of  Michigan,  I  worked  for  Standard  Oil  Company 
of  Indiana  until  11)43.  when  I  joined  the  Texas  A&M  University  as  a  Pistin- 
guished  Professor  in  Chemical  Engineering.  While  I  was  at  Texas  AlV:^[.  I 
Avrote  and  published,  with  McGraw-Hill  I'ulilishing  Comjiany.  a  textbook  enti- 
tled, CHEMICAL  E.\(;iXEERIXG  FUXI  )AMEXTALS.  I  taught  at  Texas  .\&M 
until  1047.  when   I  joined  the  lloudry  Process  Corporation   in   Phila<ielphia   as 
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Manager  of  Research  and  Development.  In  1952,  I  became  President  and  Chair- 
man of  the  Board  of  the  company.  I  held  that  position  until  1956,  when  I  joined 
the  Snn  Oil  Company  as  Executive  Director  for  Research,  Patents  and  Engi- 
neering. I  later  was  elected  Vice  President  and  a  corporate  Director  of  Sun. 
and  held  those  positions  until  I  retired  on  January  1,  1970. 

During  the  period  when  I  served  with  Sun  Oil  Company,  I  also  participated  in 
the  organization,  and  served  as  the  tirst  President,  of  the  Avisun  Corporation. 
This  company  was  a  joint  venture  of  Sun  Oil  and  American  Viscose  Corporation. 
The  purpose  of  Avisun  was  to  manufacture  polypropylene  plastic  materials. 

In  my  professional  career  I  also  served  as  a  Director  of  the  American 
Institute  of  Chemical  Engineers  for  six  years,  as  Vice  President  for  one  year, 
and  as  its  President  in  1954.  I  was  elected  to  membership  in  the  National 
Academy  of  Engineering  in  1907,  and  I  presently  serve  on  a  number  of  commit- 
tees of  that  organization.  Recently,  I  have  been  engaged  in  oceanographic 
consulting  work,  particularly  in  the  field  of  ocean  engineering.  In  this  connec- 
tion, I  have  served  on  President  Nixon's  Task  Force  on  Oceanography. 

IMy  purpose  here  today  is  to  support  the  Amendments  proposed  by  Senator 
Scott  to  S-643,  the  pending  legislation  intended  to  revise  the  patent  laws.  In 
particular,  I  wish  to  go  on  record  in  favor  of  those  provisions,  namely,  proposed 
Sections  261(b)  (2)  and  271(f),  which  would  sanction  the  continued  practice  of 
field-of-use  licensing  by  patent  owners. 

During  the  course  of  my  experience,  particularly  with  the  Houdry  Process 
Corporation  and  Sun  Oil  Company,  I  had  many  cases  where  it  became  very 
important  for  the  companies  to  be  able,  legally,  to  limit  the  field  of  use  for 
which  certain  of  their  i)atents  might  be  licensed.  One  example  which  brings  out 
the  situation  very  clearly  arose  when  the  Avisun  Corporation  was  being  formed. 
I  had  a  great  deal  to  do  with  the  negotiations  of  the  conditions  under  which  that 
corporation  was  formed,  dealing  directly  with  Dr.  Frank  Reichel,  the  Chairman 
of  the  Board  and  chief  executive  officer  of  American  Viscose.  Sun  Oil  Company 
had  certain  patents  that  it  was  willing  to  contribute  to  the  field  of  operation  of 
Avisun,  which  operation  centered  on  the  manufacture  of  polypropylene  plastic 
and  other  products  such  as  film,  fibers,  and  molded  products.  However,  these 
patents  which  Sun  wished  to  contribute  to  this  end  also  covered  the  manufac- 
ture of  polymers  that  were  useful  in  the  manufacture  of  lubricating  oils  as 
opposed  to  plastics. 

Sun  Oil  Company's  lifeblood  business  was  in  the  manufacture  and  sale  of 
motor  fuels,  lubricating  oils  and  other  related  products.  Hence,  under  no  cir- 
cumstances did  Sun  Oil  Company  wish  to  convey  to  Avisun  Corporation  the 
right  to  manufacture  high-quality  synthetic  lubricating  oil  by  polymerization  of 
propylene.  Consequently,  in  the  agreement  which  was  reached  between  Sun  Oil 
Company  and  American  Viscose,  the  manufacture  of  lubricating  oil  by  polymer- 
ization of  propylene  was  eliminated  from  the  patent  licensing  package  that  was 
conveyed  to  Avisun.  If  Sun  Oil  Company  had  not  been  able  legally  to  limit  the 
field  of  use  in  the  package  that  it  conveyed  to  Avisun  as  it  did,  these  patents 
which  covered  both  lubricating  oil  and  plastics  would  not  have  been  in  the 
package  conveyed  to  Avisun  Corporation,  and  in  all  probability  Avisun  Corpora- 
tion might  not  have  been  formed. 

Another  example  that  happened  in  my  experience  at  Sun  Oil  Company  deals 
with  the  microbiological  conversion  of  petroleum  fractions  into  useful  com- 
pounds. Sun  Oil  Company  spent  several  million  dollars  in  research  dealing  with 
microbiological  conversion  of  hydrocarbons.  The  objective  of  this  work  was  to 
find  some  microbiological  process  whereby  useful  compounds  in  the  petroleum  or 
chemical  fields  could  be  produced  and  marketed  economically. 

Sun  Oil  Company  discovered  that  many  of  the  product  compounds  had  poten- 
tial pharmaceutical  effectiveness.  Sun  had  no  background  or  expertise  in  this 
field,  nor  did  it  have  a  desire  to  enter  the  pharmaceutical  business  as  it  had 
plenty  of  problems  to  occupy  its  full  attention  in  the  petroleum  and  chemical 
fields.  Consequently,  Sun  entered  into  a  contract  with  one  of  the  pharmaceutical 
houses,  whereby  that  company  would  screen  these  product  compounds  for  phar- 
maceutical utility. 

There  were  literally  hundreds  of  compounds  which  were  screened  by  this 
company.  If  it  found  one  which  had  sufficient  pharmaceutical  value,  and  which 
could  be  manufactured  and  marketed  profitably,  it  wanted  the  right  to  manufac- 
ture, or  have  manufacture<l,  this  product  for  purposes  confined  to  the  pharma- 
ceutical field.  Sun  Oil  Company  wanted  to  retain  for  itself  only  the  use  of  these 
comp'Hmds  in  the  petroleum  field,  and  there  was  plenty  of  opportunity  for  use  in 
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this  fieUI  in  the  area  of  hibricating  oil  aud  gasoline  additives.  Had  it  not  been 
possible  legally  to  set  up  a  contract  relationship,  as  was  done  with  this 
pharmaceutical  house,  and  limit  the  rights  that  the  pharmaceutical  company 
would  have  to  the  pharmaceutical  area,  Suu  Oil  Company  in  all  prolmbillty 
would  never  have  considered  such  a  contract  with  the  pharmaceutical  house. 
Sun  (Ml  Company  definitely  would  not  agree  to  an  arrangement  that  wuuld  have 
given  the  pharmaceutical  company  rights  to  use  Sun's  patents  in  tiie  petrdt  nm 
and  rhemical  fields. 

Summing  up,  the  thrust  of  my  testimony  here  is  that,  if  field-of-use  limitations 
in  patent  licensing  are  not  permitted,  the  growth  and  development  of  new 
industries,  and  the  consequent  creation  of  new  jobs,  will  be  .stified.  Since  there 
appears  to  be  some  attempts  by  certain  Federal  agencies  concerned  with  enfurce- 
ment  of  our  antitrust  laws  to  curtail  or  eliminate  field-of -u.se  licensing,  I  submit 
that  it  is  imperative  for  the  Congress  to  act  favorably  on  Scott  Amendment  No. 
24  so  that  field-of-use  limitations  will  have  the  full  force  and  effect  of  statutory 
law. 


The  Philadklphia  Patent  Law  Association, 

Philadelphia,  Pa.,  June  11,  1971. 
Hon.  John  L.  McClellan, 
Senate  Office  Building, 
Washington,  B.C. 

Dear  Senator  McClellan  :  The  Philadelphia  Patent  Law  Association  and  the 
Panel  which  testified  on  its  behalf  were  privileged  and  honored  to  have  presented 
their  position  with  respect  to  the  Scott  Amendments  before  your  Sub-Committee 
on  Patents,  Trademarks  and  Copyrights  on  the  afternoon  of  May  12.  1!»7L 

Professor  Turner  of  Harvard  University  testified  before  you  on  the  morning  of 
May  12th  and  introduced  a  proposed  amendment  to  Section  271  (f).  At  the  con- 
clusion of  our  testimony  our  Panel  was  asked  by  your  Thomas  C.  Brennan,  E.sq. 
to  submit  our  reply  outlining  our  position  with  respect  to  Professor  Turner's 
proposals. 

We  are  pleased  to  enclose  our  reply  herewith.  It  carries  the  unanimous  endorse- 
ment of  the  Committee  on  Anti-Trust  law  and  of  the  Board  of  Governors  of  the 
Philadelphia  Patent  Law  Association. 
Respectfully  submitted. 

Austin  R.  JIiller, 

Prenidcnt 
(On  behalf  of  the  panel). 

Reply  of  the  Panel  of  Philadelphia  Area  Witnesses 

At  the  hearing  before  the  Senate  Sub-Committee  on  May  12,  1971  Professor 
Turner  introduced  a  proposed  amendment  to  Section  271  (f)  which  reads  as 
follows : 

"No  patent  owner  shall  be  guilty  of  misuse  or  illegal  extension  of  patent 
rights  solely  because  he  licenses  less  than  all  of  the  rights  which  might  be  licensed 
under  his  patent,  including  rights  to  less  than  all  of  the  territory,  patent  term, 
or  uses  which  might  be  licensed.  Provided,  however,  that  it  shall  be  deemed  to 
be  a  misuse  for  any  patent  owner — 

(1)  to  require  a  licensee  to  adhere  to  any  price  on  any  product  sold  or  other- 
wise disposed  of  by  the  licensee ; 

"(2)  to  limit  directly  or  indirectly,  in  a  licen.se  to  sell,  the  quantity  of  any 
goods  that  may  be  sold  or  otherwise  disposed  of  by  a  licensee  ; 

"(3)  to  require  a  licensee  to  assign  to  the  patent  owner,  or  grant  to  the  patent 
owner  an  exclusive  license  under,  any  patents  subsequently  obtained  by  the 
licensee ; 

"(4)  to  require  a  licensee  to  agree  not  to  contest  the  validity  of  any  licensed 
claim  or  patent : 

"(5)  where  the  patent  owner  has  granted  a  license,  or  waived  right.s  witli  an 
express  or  implied  restriction  as  to  the  use  or  as  to  the  territory  within  which 
the  licensed  or  waived  rights  may  be  exercised,  to  refuse  to  grant  a  license,  or 
waive  rights,  on  comparable  terms  to  any  qualified  applicant  therefor,  unless 
the  patentee  can  show  that  the  granting  of  an  exclusive  licen.se,  or  waiver,  for 
a  reasonaliic  ])eriod  was  or  is  necessary  to  obtain  commercial  exi)loitation  of  the 
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use  or  territory  in  question;  provided  further,  liowever,  tliat  tliis  subsection  (5) 
shall  not  be  construed  to  obligate  a  manufacturing  patent  owner  to  grant  addi- 
tional licenses  for  the  use  or  territory  in  wliich  he  is  presently  engaged." 

(Subparagraphs  (1),  (2),  (3)  and  (5)  should  also  be  made  violations  of  the 
antitrust  laws,  except  that  violations  of  subparagraphs  (5)  should  probably  not 
be  subject  to  private  right  of  action. ) 

turner's    section    271(f)(1) 

We  are  in  agreement  with  this  proposal  to  the  extent  that  it  applies  to  only 
non-exclusive  licenses ;  we  believe  this  is  the  present  law,  and  properly  so. 

turner's    section    271(f)  (2) 

We  are  strongly  opposed  to  this  proposed  Section,  which  would  declare  it  a 
misuse  for  the  patent  licensor  to  limit  the  quantity  of  goods  permitted  to  be 
sold  by  his  licensee.  It  is  our  position  that  one  who  owns  the  entire  patent  should 
be  free  to  practice  the  invention  himself  without  licensing  anyone,  or  to  license 
all  of  it  or  any  part  of  it.  If  the  patent  owner  wishes  to  practice  the  invention 
liimself  to  some  limited  extent,  and  wishes  to  license  another  to  practice  the  in- 
vention too,  he  should  have  the  right  to  limit  the  number  of  articles  to  be  produced 
by  his  licensee  so  that  he  can  still  iirofit  from  his  practice  of  his  own  invention 
during  the  limited  period  of  the  lawful  monopoly  granted  by  the  United  States 
Government  as  provided  for  in  the  Constitution  of  the  United  States.  We  think 
the  right  to  licen^se  is  one  of  the  major  incentives  to  the  making  and  commercial 
exploitation  of  inventions  by  the  patent  system.  We  are  aware  of  many  situations 
where  it  is  of  vital  benefit  to  the  licensee  as  well  as  to  the  licensor  to  limit  the 
licensee's  activity  under  the  license,  particularly  under  conditions  where  it  would 
otherwise  be  poor  business  judgment  for  the  patent  owner  to  grant  any  license 
at  all.  Yet,  in  each  instance  where  such  limited  licenses  are  granted,  not  only  do 
the  licensor  and  licensee  benefit  but  the  public  benefits  in  receiving  the  product 
output  of  the  licensee  in  addition  to  the  productivity  of  the  licensor. 

We  think  the  owner  of  a  patent  should  have  the  right  to  practice  the  inven- 
tion or  not,  and  to  decide  whether  to  allow  a  licensee  to  practice  the  invention 
in  his  shoes.  By  analogy,  the  owner  of  land  can  license  a  farmer  to  graze  his 
cows  on  this  land,  and  can  validly  restrict  the  number  of  cows  permitted  to 
graze.  And  all  of  this  is  in  the  public  interest:  the  landowner  and  the  farmer 
both  prosper  and  the  public  geits  the  milk.  The  owner  of  the  land  had  the  right 
to  prohibit  any  such  grazing  at  all  if  he  had  wanted  to,  so  the  license — even 
with  its  restriction — was  beneficial  to  all  concerned.  We  think  this  is  the  law 
and  trust  it  will  remain  so  with  respect  to  all  kinds  of  property,  whether  land 
or  patents,  as  long  as  this  country  remains  on  in  which  the  right  to  private 
property  is  fundamental  to  the  form  of  government  under  which  we  exist. 

turner's    section    271(f)  (3) 

This  proposed  amendment  states,  in  essence,  that  it  shall  be  deemed  to  be  a 
misuse  for  the  patent  owner  to  require  the  licensee  to  assign  his  improvement 
patents,  or  to  grant  exclusive  licenses  thereunder  to  the  patent  owner.  We 
favor  a  policy  of  encouraging  invention  and  the  licensing  of  invention,  and  are 
in  favor  of  the  proposed  amendent.  It  seems  to  us  that  in  many  cases  it  will 
be  to  the  interest  of  the  licensor  and  of  the  public  to  encourage  the  licensee 
to  invent.  We  think  there  will  be  little  or  no  incentive  to  the  licensee  to  make 
improvements  on  the  licensed  inventions  if  he  is  required  to  assign  or  to  license 
exclusively  the  improvements  to  the  licensor.  Similarly,  we  think  many  pros- 
pective licensees  would  refuse  to  accept  the  license  if  such  a  provision  were 
included,  and  this  would  undesirably  limit  the  use  of  the  invention  offered  for 
license. 

turner's    section    271(f)(-l) 

As  we  have  stated  formally  in  your  committee  hearings,  we  disagree  strongly 
with  the  law  created  by  the  United  States  Supreme  Court  in  the  Lear-Adkins 
case,  i)ermitting  the  licensee  to  accept  a  license,  then  deliberately  to  breach  his 
covenant  to  pay  royalties  and  instead  attack  the  validity  of  the  patent  or 
patents  constituting  the  licensed  subject  matter. 

The  Philadelphia  Patent  Law  Association  has,  through  its  entire  membership, 
taken  an  official  position  supporting  Scott  Amendments  23  and  24.  There  is  an 
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extremely  strong  consensus,  also,  as  to  the  need  for  legislative  action  in  tliis 
field. 

Further,  we  refer  with  particular  emphasis  to  the  testimony  of  Walter  W. 
Beachboard  on  May  12,  1971  (Transcript,  pages  207-210)  which  points  out  the 
extreme  hardship  on  the  inventor  that  has  l>een  caused  by  the  L«'ar-Adkins 
decision. 

Mr.  Beachboard's  testimony  has  also  vividly  pointed  out  the  confusion  with 
which  his  company  has  been  confronted  as  a  result  of  the  Lear-Adkins  deci- 
sion. Mr.  Beachboard,  speaking  for  a  major  pharmaceutical  company,  empha- 
sized the  lack  of  mutuality  that  exists  when  the  licensee  can  simply  invest  in 
time  deiK)sits  monies  due  as  royalties  to  the  licensor,  u.se  the  interest  to  ixiy 
the  lawyers,  and  take  a  free  shot  at  the  patent.  Even  if  the  licen.see  lo.ses  the 
suit  he  has  lost  nothing,  because  under  Lear  v.  Adkins  he  may  then  simply  pay 
over  the  royalties  he  had  already  agree  to  pay,  and  continue  on  as  a  licen.see. 
This,  we  submit,  is  so  grossly  unfair  as  to  inhibit  seriously  the  granting  of 
licenses  in  the  future — unless  the  situation  is  relieved  by  the  enactment  of  the 
Scott  Amendments  into  law. 

As  Mr.  Beachboard  has  stated  (Transcript,  pages  211,  212)  Court  cases  are 
definitely  not  the  answer  to  Lear  v.  Adkins.  Tluvit  case  itself  required  ten  years 
from  its  inception  to  the  time  the  decision  was  handed  down,  and  the  decision 
itself  rai.sed  a  host  of  other  proljlems.  We  think  legislation  is  urgently  needed, 
now. 

We  think  the  question  whether  a  provision  shall  be  included  in  the  license, 
in  which  the  licensee  agrees  not  to  contest  the  validity  of  the  patent,  should 
be  left  as  a  matter  for  specific  bargaining  I)etween  the  parties.  If  the  licensee 
decides  to  agree  to  estop  himself,  he  can  nevertheless  protect  him.self  in  advance 
by  making  a  very  careful  search  before  he  signs  the  agreement,  thus  satisfying 
himself  as  to  the  validity  of  the  patent  or  patents  involved.  We  have  observed 
that  it  is  detrimental  to  the  conduct  of  business  to  i>ermit  a  licensee  to  enter 
into  a  license  agreement  which  the  licensee  can  then  disavow  after  the  agree- 
ment has  been  executed.  The  licensee  could  then  attack  the  validity  of  the  patent, 
but  could  nonetheless  again  rely  upon  the  existence  of  the  license  agreement  in 
the  event  that  the  patent  should  later  be  held  to  be  valid. 

W^e  think  there  is  mutuality  in  the  Scott  Amendment  §2(>1  (f)  but  no  mutuality 
in  Professor  Turner's  proposed  amendment.  Under  the  Scott  Amendment  the 
licensee  may  contest  the  licensed  patent's  validity  but  must  aLso  give  written 
notice  that  he  unconditionally  renounces  all  future  benefit  from  the  license  and 
must  also  pay  royalties  due  until  that  renunciation.  In  contrast,  under  the 
Turner  proposal  the  licensee  has  everything  to  gain  and  nothing  to  lo.se  by 
trying  to  invalidate  the  patent.  The  licensor  can  gain  nothing  but  might  lose 
everything.  Under  these  conditions  many  companies  have  already  refused  to 
grant  licenses  in  situations  where  licemses  would  otherwise  have  been  granted. 

We  are  of  the  opinion  that  it  is  contrary  to  the  pul)lic  interest  to  encourage 
licen.sees  to  attack  the  validity  of  the  licensed  patent.  Even  if  the  one  iiarticular 
licensee  does  not  attack  the  validity  of  the  patent,  any  of  the  other  two  hundred 
million  members  of  the  United  States  public,  when  accused  of  infringement,  can 
still  do  so.  Therefore,  we  think  we  do  not  need  any  si>ecial  law  permitting  the 
licensee  to  breach  his  agreement  and  attack  tlie  validity  of  the  patent. 

Further,  we  think  there  is  a  public  interest  in  having  patents  licen.sed  and 
exploited  by  licen.sees  for  the  public  benefit:  under  Profes.sor  Turner's  theory 
(and  under  the  law  as  decided  in  Lear  v.  Adkins)  the  patent  owner  is  strongly 
induced  not  to  grant  any  licenses  because  of  the  almost  complete  lack  of  mutu- 
ality. The  refusal  to  grant  licenses  tends  to  result  in  more  monoix>ly,  not  less. 
Certainly  the  licensing  of  patents  would  be,  and  is,  discouraged. 

turner's    section    271(f)(5) 

This  section,  proposed  by  Professor  Turner,  would  declare  it  to  be  a  misuse 
to  refuse  to  grnnt  a  license  on  comparable  terms  to  any  qualified  applicant  l>y 
any  patent  owner  where  the  license  includes  restrictions  as  to  (a)  the  use 
permis-'sible  by  the  licensee  or  (b)  as  to  the  territory  within  which  tlie  licensee 
may  .sell.  The  propo.sed  exceptions  are  that  the  patent  owner  show  tliat  an 
exclusive  license  for  a  reasonable  i^eriod  was  necessary  to  the  commercial  ex- 
ploitation of  the  invention  and  that  the  patent  owner,  if  manufacturing,  need  not 
grant  additional  licenses  in  the  territory  in  which  he  is  manufacturing  or  selling. 
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We  are  opposed  in  principle  to  the  application  of  limitations  to  the  right  of 
the  patent  owner  to  limit  the  scope  of  the  license  that  he  grants,  either  ter- 
ritorially or  as  to  type  of  use. 

We  are  particularly  opposed  to  a  limitation  which,  in  effect,  imposes  compul- 
sory licensing  on  a  patent  owner  w'ho  has  agred  with  one  license  to  grant  a  li- 
cense containing  territory  or  use  restrictions.  Such  a  provision,  we  believe,  would 
work  contrary  to  the  public  interest,  and  would  have  an  anti-competitive  effect, 
in  that  it  would  discourage,  rather  than  encourage  the  licensing  of  inventions. 

Territorial  restrictions,  as  we  understand  the  present  statutory  and  case  law, 
are  permitted.  We  think  the  public  policy  of  encouraging  licensing  of  inventions 
has  been  and  should  be  encouraged  by  permitting  licensees  to  accept  and  licensors 
to  grant  territorially  limited  licenses,  and  to  have  such  license  provisions  speciri- 
cally  declared  by  Statute  to  be  valid  and  enforceable. 

Similarly  with  respect  to  limitations  on  field  of  use,  we  are  aware  of  no  valid 
reason  to  impose  upon  the  licensor's  freedom  to  license  all  or  any  part  of  his 
patent  monopoly.  We  refer  with  particular  emphasis  to  the  testimony  presented 
by  our  witnesses  Beachboard,  Cairns,  Cole  and  Kirkbride  on  May  12,  1971  (Tran- 
script, pages  207-229).  These  witnesses  presented  real  examples,  taken  from  the 
real  world  in  which  they  are  daily  faced  with  the  real  problems  of  transacting 
real  business,  proving  why  it  is  in  the  public  interest  to  allow  both  the  licensor 
and  the  licensee  freedom  to  agree  to  restrict  the  license  to  a  certain  sj^ecified 
field  of  use.  It  is  apparent  to  us  that,  if  Professor  Turner's  unrealistic  theories 
w^ere  to  be  enacted  into  law,  many  of  today's  major  licensors  would  be  in  many 
eases  simply  refuse  to  grant  the  license — and  this  would  ultimately  be  detri- 
mental to  the  public. 

We  appreciate  the  opportunity  to  file  this  statement  before  you  and  your 
committee. 

Respectfully  submitted. 

The  Philadelphia  Patent  Law  Association, 

By  Austin  R.  Miller, 

President. 

Senator  McClellax.  Very  well.  Any  questions  ? 

Mr.  Brennan.  I  would  like  to  ask  the  panel  to  submit  for  the 
record,  their  comments  on  Professor  Turner's  amendment  that  was 
oifered  at  this  morning's  session. 

Senator  McClellax.  Senator  Burdick  has  consented  to  preside  the 
rest  of  the  afternoon.  I  have  to  leave  for  other  duties. 

I  want  to  thank  all  of  those  of  you  who  have  appeared. 

There  are  two  witnesses,  Senator.  If  you  Avill  hear  them,  it  will  be 
an  accommodation  to  them  and  to  me,  so  they  will  not  have  to  come 
back,  and  we  thank  all  who  have  appeared. 

Senator  Hart  is  scheduled  to  preside  tomorrow.  I  think  there  are 
five  witnesses  scheduled. 

Mr.  Brennan.  Yes,  that  will  conclude  the  hearings. 

Senator  McClellan.  The  five  witnesses  scheduled  for  tomon*ow 
will  be  heard  by  Senator  Hart.  Other  members  may  be  present.  That 
will  conclude  these  hearings,  and  I  hope  it  will  be  the  conclusion  of 
the  hearings  on  the  Scott  amendments.  How  much  time  can  we  give 
those  who  may  want  to  submit  additional  statements  ? 

[Discussion  off'  the  record.] 

Senator  McClellan.  We  are  trying  to  determine  how  much  time 
we  might  allow.  I  think  it  will  not  affect  the  expedition  of  the  com- 
mittee's consideration  if  we  give  you  until  the  first  of  Jime.  Those 
of  you  who  want  to  submit  supplemental  statements  to  the  testimony 
you  have  given,  we  will  hold  the  record  open  up  until  that  time. 

Very  well,  Senator,  I  would  ai^preciate  it  if  a^ou  would  take  over. 
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]Mr.  Miller.  Thank  j'oii  very  much  for  porniittiii^  us  to  appear. 
Senator  Burdick  (now  presiding).  Mr.  French,  president  of  the 
American  Patent  Law  Association,  is  the  next  witness. 

STxlTEMENT  OF  NATHANIEL  R.  FRENCH,  PRESIDENT  OF  THE 
AMERICAN  PATENT  LAW  ASSOCIATION.  ACCOMPANIED  BY 
THOMAS  F.  FISHER  AND  GEORGE  W.  V/HITNEY 

Mr.  Frexcji.  I  am  Xathaniel  R.  French  of  Dayton,  Ohio.  I  have 
been  practicini>:  in  the  field  of  patent  law  for  more  than  30  years. 

On  my  loft  is  Tliomas  F.  Fisher  of  Cleveland;  on  my  right  George 
"^.V.  AVliitney  of  New  York,  both  of  them,  like  me.  lawyers  in  private 
practice,  specializing  in  tlie  field  of  patent  law. 

I  am  speaking  here  as  president  of  the  American  Patent  Law 
Association.  What  I  would  like  to  do  is  to  highlight  the  position  of 
the  association  using  as  the  base  of  my  remarks  the  statement  which 
we  filed  earlier  this  afternoon,  and  which  was  completed  this  morning 
and  is  not  necessarily  the  most  finished  statement  that  we  could 
produce  under  a  rather  tight  time  schedule.  I,  therefore,  ask  leave  to 
supplement  my  testimonv  with  a  more  extensive  written  statement 
for  printing  in  the  record. 

Senator  Burdick.  Without  objection,  your  statement  will  be  made 
part  of  the  record. 

Mr.  French.  The  American  Patent  Law  xVssociation  presently  has 
a  membership  of  about  8,800  laywers  from  all  over  the  country.  In 
our  practice  most  of  us  find  ourselves  alternatively  involved  in  both 
the  granting  and  the  accepting  of  license  rights  and  in  the  considera- 
tion of  the  full  range  of  patent-antitrust  problems. 

Mr.  Fisher  is  a  member  of  our  board  of  managers  and  for,  I  think, 
about  at  least  6  years  before  coming  on  the  Boai'd  this  year,  lie  was 
either  the  chairman  or  subcommittee  chairman  of  our  committee  on 
antitrust  and  he  is  presently  the  boa  id  liaison  member  to  this  commit- 
tee. 

Mr.  Whitney  is  presently  chairman  of  our  conmiittee  on  patent  law 
and  he  has  held  that  position  or  a  subcommittee  chairman  in  that 
committee  for  upwards  of  half  a  dozen  years. 

The  position  I  would  like  to  state  briefly  here  has  been  evolved 
after  extensive  consideration  by  both  of  the  committees  I  have  just 
mentioned,  culminating  in  our  stated  meeting  in  Los  Angeles  on 
Thursday  and  Friday  of  last  week.  Mr.  Whitney  attended  the  board 
meeting  in  order  to  report  the  recommendations  of  his  committee,  and 
those  recommendations  were  adopted  unanimously  by  the  board  of 
managers  on  Friday  afternoon  of  last  week.  This  explains,  I  think, 
some  of  our  difiicuhy  in  having  the  finished  position  that  we  can  give 
to  you  in  writing  today. 

Because  of  our  unique  positions  as  advocates  on  a  day-to-day  basis 
for  parties  on  both  sides  of  patent-antitrust  problems,  we  think  it  is 
essential  that  the  law  be  as  clear  as  is  feasible,  that  it  protect  the 
viability  of  the  patent  systems  incentives  to  competition  in  K.  i!c  I), 
and  to  progress  of  the  arts  resulting  from  new  inventions,  and  that  it 
also  protect  the  public  interest  in  competition  in  already  existing 
products. 

^                          ;  f.  )!I     "■>','!. 
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We  are  gniv'ely  concerned  by  the  constantly  increasinjo;  body  of 
CAndence  tliat  it  is  not  enoiiob  to  rely  on  case  law  for  this  protection. 

Turnino-  to  amendment  Xo.  24  of  the  Scott  amendments,  I  am 
authorized  to  state  here  that  the  American  Patent  Law  Association 
continues  its  stron<>"  endorsement  and  su])port  of  that  amendment.  It 
is  our  firm  belief  that  thei-e  is  a  clear  and  present  need  for  legislative 
confirmation  of  the  principles  set  forth  in  that  amendmeiit. 

The  right  to  grant  licenses  has  long  been  recognized  by  the  case 
law,  but  it  has  never  been  a  statutory  right.  That  principle  is  clearly 
defined  in  recommendation  XII  of  the  President's  Commission  in 
1966,  especially  made  part  of  the  legislative  history  in  its  entirety  by 
Senator  Scott's  introductoi'v  remarks  in  the  Congressional  Record  for 
the  Senate  on  March  19. 1971. 

We  believe  that  the  principles  of  amendment  24  should  be  con- 
firmed by  statute  after  hearings  such  as  these  where  all  points  of 
view,  public  and  private,  can  be  considered.  We  think  this  is  far 
superior  to  a  case-by-case  development  where  necessarily  only  the 
points  of  view  of  the  two  litigants  on  the  narrow  facts  of  a  specific 
case  are  considered. 

I  am  reminded  here  of  the  old  adaiie  that  bad  facts  lead  to  bad  law, 
and  this  seems  to  have  been  the  development  of  the  antitrust  law  as  it 
has  affected  patent  law  in  recent  years. 

The  case-by-case  method  is  also  extremely  costly,  which  makes  it 
especially  difficult  for  the  private  inventor  and  small  business.  In  this 
respect  we  fully  agree  with  the  position  of  the  Antitrust  Division  as 
expressed  by  one  of  its  attorneys,  Xeil  E.  Roberts,  in  connection  with 
proposed  amendments  to  the  Bank  ^Merger  Act.  In  volume  56  for 
March  ?>0,  1971,  of  the  BXA  Antitrust  and  Trade  Regulation  Report. 
Mr.  Roberts  is  quoted  as  saying,  "A  stubborn  step-by-step  develop- 
ment of  the  law  in  the  courts,  each  step  taking  years  and  costing 
private  parties  as  well  as  the  Government  a  great  deal  of  time  and 
money,  would  not  serve  our  interests  any  more  than  those  of  the  other 
party  involved." 

We  find  it  anomalous  that  while  the  Department  of  Justice  appar- 
ently considers  the  case-by-case  approach  to  be  inappropriate  in  the 
bank  merger  field,  it  takes  an  entirely  different  view  in  the  patent 
field.  Statements  by  the  Justice  Department  as  to  areas  in  which  test 
cases  are  beino-  sought  have  the  effect  of  de  facto  law  and  usui'p  the 
functions  of  both  Congress  and  the  courts  in  that  patent  owners,  in 
the  hope  of  avoiding  the  vagaries  and  expenses  of  test  cases,  refuse  to 
adopt  perfectly  proper,  lawful  and  economically  desirable  courses  of 
conduct  simply  to  avoid  establishing  a  factual  situation  which  might 
give  rise  to  a  test  case. 

The  recent  pi-onouncements  on  field  of  use  licensing  are  a  typical 
case  in  point.  We  think  that  field  of  use  licenses,  where  they  are 
reasonable,  permit  a  patentee  to  license  a  series  of  small  manufactur- 
ers doing  business  in  diverse  fields,  assisting  them  to  gain  access  to 
improvements  in  their  respective  fields,  in  contrast  to  the  other  alter- 
native of  the  patentee,  which  is  to  license  a  large  multimarket  con- 
glomerate. 

My.  Chairman,  just  l^efore  you  came  this  afternoon,  we  had  a  very 
graphic  illustration  of  the  importance  of  field  of  use  licensing  ex- 
plained by  one  of  the  witnesses  directly  representing  such  a  case. 
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I  am  also  ivniindcd  at  this  point  from  my  ix'isonal  cxpciicncc  of 
{lu>  case  of  Polaroid  Corp.,  which  a  witness  this  inorniii<!;  cited  as  a 
company  which  did  not  need  the  Scott  amendments  to  <rrow.  I  have 
some  personal  experience  with  Polaroid.  I  spent  5  years  with  them 
before  returning  to  private  practice.  I  was  theiv  iii  tlie  early  days 
before  the  Land  camera  was  developed,  and  while  Polaroid  tochiy.  I 
think,  is  perhaps  a  prime  example  of  how  a  company  can  grow  on  the 
basis  of  utilizing  its  own  patents,  my  i-ecollection  fi-om  my  ancient 
history  is  that  Polaroid  stayed  in  business  long  enough  to  get  going 
by  reason  of  the  Held  of  use  licenses  that  it  granted  as  far  back  as  the 
thirties.  The  first  one  was  a  license  to  Eastman  to  make  camera  liltei-s, 
and  for  most  of  the  years  that  T  was  there,  which  began  prior  to 
World  War  II,  the  great  bulk  of  its  income  came  from  a  field  of  use 
license  in  the  sunglass  field. 

Xow,  from  that  start  they  w^ent  on  to  stand  on  their  own  but  1 
think  it  was  a  poor  example  that  this  morning's  witness  picked. 

Another  problem  that  we  run  into  with  patent  licenses  is  that  they 
are  often  agreements  which  will  extend  over  a  relatively  long  pei-iod 
of  time.  We  think  it  is  ver}'  unfair  for  a  patentee  to  find  that  he  has 
rendered  his  patent  unenforceable  or  in  fact,  he  nuiy  even  have  com- 
mitted a  crime,  because  he  entered  into  an  agreement  which  was 
proper  at  the  time  when  he  made  it  but  which  through  evolution  of 
the  law  became  improper. 

The  right  of  a  licensee  to  contest  the  validity  of  the  licensed  patent, 
as  enunciated  in  Lear  v.  AdK-ins,  395  U.S.  653.  we  think  certainly 
implied  that  the  licensee  could  contest  the  validity  while  he  retained 
his  license.  We  think  that  result  would  be  inequitable  and  improper 
because  the  law  favors  settlement,  and  Lear  makes  it  impossible  to 
settle  patent  litigation  finally. 

The  effect  of  Lear,  we  think,  is  a  presumption  of  patent  in\alidity 
rather  than  validity  if  a  licensee  is  to  be  permitted  to  maintain  his 
license  agreement  while  challenging  validity. 

He  can,  therefore,  refuse  to  pay  royalties  until  the  patent  is  pi'oved 
valid  rather  than  continuing  to  pay  until  he  proves  the  patent  in- 
valid. 

Scott  amendment  24  will  force  a  licensee  to  take  a  choice  between 
operating  under  his  license  and  litigating,  rather  than  taking  a  li- 
cense which  he  can  treat  as  an  insurance  policy  against  damages  for 
infringement  in  excess  of  the  statutory  minimum  or  an  injunction. 

He  can  in  effect,  institute  suit  to  challenge  validitv  while  he  retains 
his  insurance  policy  but  does  not  pay  policy  piemiums  on  it.  which 
would  be  the  royalties  under  the  license. 

We  agree  with  the  position  stated  by  Mr.  McLaren  yesterday  that 
the  proper  scope  of  Lear  should  prevent  free  ride  insuranae  })olicies, 
but  we  respectfully  disagree  with  his  views  as  to  Avhat  the  cases 
following  Lear  will  hold.  Legislation  is  needed  to  limit  the  licensee's 
I'ight  to  contest  validity  to  a  time  after  the  contract  has  been  rejju- 
diated. 

One  further  comment  I  have  on  amendment  24  derives  from  ^fr. 
McLaren's  statement  yesterday  that,  and  I  quote.  "Living  with  the 
narrow  area  of  uncertainty  which  exists  is  far  preferable  to  doing 
away  with  certain  long-established  i-ules  designed  to  protect  the 
public  and  our  competitive  system." 
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I  note  that  he  admits  the  existence  of  uncertainty,  which  obviously 
could  be  cured  by  legislation,  but  he  then  refers  to  doing  away  with 
what  he  calls  certain  long-established  rules.  He  did  not  identify  them. 

In  fact,  in  answer  to  a  question  yesterday  IMr.  JNIcLaren  frankly 
admitted  that  he  knev/  of  no  case  which  would  be  directly  overruled 
by  the  Scott  amendments. 

As  a  final  comment  on  amendment  24,  may  I  say  that  while  the 
purpose  of  these  heaiirigs  and  ni}-  comments  today  is  to  treat  princi- 
ples and  not  specifics,  I  think  it  important  to  note  that  the  simple 
introduction  of  the  word  "merely"'  in  the  various  subsections  of  pro- 
posed section  271  would  obviate  to  a  very  large  extent  the  objections 
to  am  luidment  24  discussed  at  length  yesterday  by  Mr.  McLaren. 

In  approaching  Scott  Amendment  23,  I  find  it  very  difficult  to 
improve  in  any  way  on  the  discussion  which  was  part  of  the  remarks 
of  Senator  Scott  in  originally  introducing  amendment  23,  in  which 
he  pointed  out  that  this  legislation  is  needed,  and  I  quote :  "In  view 
of  recent  judicial  decisions  which  cast  a  shadow  of  doubt  on  the 
propriety  of  entering  into  contracts  for  the  protection  of  trade  se- 
crets, technical  know-how  and  the  like,  and  which  suggest  that  such 
private  contracts  are  preempted  by  the  patent  laws." 

We  agree  with  Mr.  ^IcLaren  that  in  reversing  the  district  court  in 
the  yet  unreported  case  of  Painton  v.  Bourns,  the  Second  Circuit 
Court  of  Appeals  properly  enunciated  this  aspect  of  the  law  of  trade 
secrets,  and  I  believe  I  heard  Professor  Turner  say  essentially  the 
same  thing  here  this  morning.  For  the  guidance  of  other  circuits, 
however,  the  law  as  set  forth  in  this  decision  should  be  codified  in 
order  that  the  concurring  dissent  of  Lear  will  not  again  he  followed 
by  a  lower  court.  We  should  avoid  further  decisions  in  which  a  court 
which  lacks  any  clearly  definitive  statutory  base  and  without  benefit 
of  brief  or  argument,  as  in  Painton,  reaches  a  decision  of  which  the 
defendant  was,  in  the  words  of  the  Second  Circuit,  "the  unexpected 
beneficiary." 

In  a  statement  A'esterday  Mr.  McLaren  characterized  amendment 
23  and  section  301  as  drawing  into  question  the  holdings  in  Sears  and 
Corii'pco.  We  could  not  agree  less.  In  our  view,  section  301  and  amend- 
ment 23  in  fact  constitute  consumer  protection  legislation  in  that  they 
prevent  the  decisions  in  Sears  and  Compco  from  being  misinterpreted 
to  permit  the  copying  of  unpatented  subject  matter  in  such  way  as  to 
result  in  the  confusion  and  detriment  of  the  public. 

Another  example  of  the  need  for  legislation  to  clarify  this  pre- 
sumption doctrine  is  provided  by  a  decision  published  only  this  week 
and  which  actually  did  not  come  into  my  hands  until  the  luncheon 
recess  today.  It  is  the  decision  of  the  Seventh  District  Court  of 
Appeals  in  Bailey  v.  Logan  Square,  not  yet  published  in  the  Federal 
Reporter  but  published  at  169  U.S.P.Q.  322. 

In  that  case  the  seventh  circuit  directly  considered  Sears,  Compco, 
Lear,  and  INS  v.  The  Associated  Press  in  a  case  which  involved  the 
copying  of  specific  alphabet  styles  used  in  printing. 

The  court  remanded  the  case  to  the  State  court  from  which  it  had 
been  removed  for  trial  under  State  law. 

Well,  that  leaves  nine  circuits  in  which  the  law  has  not  yet  been 
established.  Afust  the  public  and  the  Government  go  on  to  contimie  to 
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spend  time  and  money  over  the  next  5  to  15  years  to  rlurify  this  issue 
for  tlie  other  iiint!  circuits? 

A.oain.  I  say  iiow  is  the  time  to  act  legisLitively  to  remove  this 
needk'ss  uncertainty. 

Turnini>-  to  section  6  of  S.  643,  the  provision  to  repeal  the  compul- 
sory licensing  section  of  the  Clean  Air  Act,  the  Amei-icun  I*atent 
Law  Association  strongly  endorses  this  legislation.  Our  Committee  on 
Patent  Law,  by  an  overwhelming  vote,  recommended  to  the  hoard  of 
managers  a  resolution  strongly  supporting  this  section  and  the  board 
of  managers  approved  without  dissent.  Our  association  oi-iginally 
vigorously  opposed  the  proposed  section  309  of  the  Clean  Air  bill  iii 
the  91st  Cnngross.  That  proposed  section  Avas  not  enacted  but  the 
substitute  section  308  was  adopted  by  the  Senate-PIouse  Conference. 
Section  308  Avas  then  enacted  into  laAv  at  the  very  end  of  the  last 
session  of  the  Olst  Congress.  Neither  proposed  section  309  nor  actual 
section  308  had  the  benefit  of  public  hearings  or  of  considerations  by 
this  subcommittee  or  any  other  appropriate  legislative  committee. 

In  a  letter  written  Xovember  17,  1970  to  the  Senate-Kouse  confer- 
ees, the  Secretary  of  Health,  Education  and  Welfare  opposed  enact- 
ment of  section  309.  In  that  letter  the  Secretary  specifically  sugirested 
that  if  in  the  future  a  situatioii  should  arise  where  refusal  to  make 
technology  available  threatened  the  antipollution  efl'ort.  the  Congress 
could  legislate  at  that  time.  This  is  precisely  the  approach  taken  in 
proposed  section  6. 

Yesterday  ]Mr.  ^McLaren — and  I  believe  it  was  also  Mr.  Clark  this 
morning — both  opposed  this  section  and  advocated  compulsory  licens- 
ing. We  could  not  be  in  more  direct  disagreement  and  for  basic 
practical  reasons. 

Let  me  illustrate  first  from  my  own  experience.  A  major  client 
some  years  ago  had  a  president  who  did  not  approve  of  his  company 
spending  any  money  on  Iv.  &  I).  His  attitude  was  "Let  company  B 
develop  it  and  then  we  can  always  take  a  license."  Well,  it  has  been 
25  years  since  that  president  retired  and  since  his  philosophy  was 
overturned,  and  that  company  is  still  a  major  client  of  my  firm  and  it 
is  still  far  from  catching  up  with  company  B. 

When  we  transpose  that  bit  of  history  into  a  field  or  an  industry 
where  compulsory  licensino:  is  available,  who  will  do  the  research  for 
that  industrv?  What  Avill  be  the  incentive  to  risk  the  expense  of  R.  & 
D.? 

I  very  much  fear  that  those  who  have  appeai'ed  here  as  proponents 
of  compulsory  li(ensin<r  sutler  from  the  same  disadvantage  as  most  of 
the  opponents  of  the  Scott  amendments,  they  are  long  on  philosophi- 
cal theory  but  lacking  in  practical  experience.  The  simple  fact  is  that 
if  only  one  company  is  doiuff  R.  &  D.  for  an  industrv,  the  results  are 
necessarily  meager  as  compared  to  what  could  have  evolved  from 
competitive  research. 

What  the  proponents  of  compidsory  licensing  and  the  opponents  of 
the  Scott  amendments  overlook  is  that  competitive  It.  &  T>.  may  well 
be  the  highest  form  of  comi^etition.  offering  the  best  ]-)otential  of 
benefits  to  the  public  and  offei-iniz  also  the  potential  of  maximum 
advance^  of  the  technolo'ry  in  that  art  or  field. 

Before  movinp;  on.  from,  the  jjeneral  subject  of  S.  643  I  want  to  note 
that  about  one-third  of  ^]y.  ^fcLaren"';  testimouv  vesferdav  involved 
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other  portions  of  S.  643  which  we  had  understood  were  not  on  the 
schedule  for  these  hearings.  We.  therefore,  will  make  no  attempt  to 
comment  specifically  on  them  at  this  time  but  we  would  appreciate 
the  opportunity  to  do  so,  after  appropriate  study,  in  our  detailed 
statement  along  with  whatever  comments  seem  to  be  in  order  with 
respect  to  objections  he  raised  to  the  Scott  amendments. 

One  point  ]Mi'.  ^McLaren  made,  however,  seemed  of  considerable 
interest  to  the  chairman  yesterday  and  it  was  repeated  this  morning 
by  another  witness.  I  refer  to  what  ]\Ir.  ^McLaren  identified  as  the 
"dilution  of  the  oath  i-equirements  under  the  present  code.'- 

I  would  like  to  address  myself  to  that  point  for  a  moment  in  the 
hope  that  it  may  lead  to  clarification. 

Quite  frankly.  ]Mr.  Chairman,  my  associates  and  I  have  been  una- 
ble to  fathom  what  Mr.  ^McLaren  or  the  other  witness  had  in  mind. 
]Mr.  ]\IcLaren  noted  specifically  his  oppositions  to  sections  111  and  251 
of  S.  643.  There  is  no  reference  to  an  oath  in  section  111  but  section 
115  specifically  requires  that  an  oath  of  the  applicant  be  filed  before 
payment  of  the  issue  fee.  Actually,  that  requirement  is  a  little  more 
strict  than  the  one  ]Mr.  ]McLaren  was  urging  should  be  in  the  law 
yesterday. 

Section  251  is  the  reissue  section.  It  does  provide  that  the  oath 
prescribed  by  section  115  is  not  required  for  a  narrowed  i-eissue.  The 
reason  is  obvious.  Such  an  oath  is  already  of  record  and  a  second 
would  be  redundant. 

It  did  occur  to  us  that  ]Mr.  ^McLaren's  position  might  in  fact  be  an 
objection  to  section  111  because  of  the  provision  in  that  section  for 
filing  a  patent  application  by  an  applicant  other  than  an  inventor, 
but  that  provision  has  been  in  every  bill  proposing  revision  of  the 
patent  laws  since  it  was  recommended  by  the  President's  Commission 
in  1966.  I  believe  it  has  had  the  full  su})port  of  all  of  the  bar 
associations.  It  does  seem  rather  late  to  object  to  it  now  if  that  is  the 
basis  for  the  objection  by  the  Antitrust  Division  to  section  111. 

Turning  to  the  bill  proposing  increases  in  Patent  Office  fees,  the 
position  of  oui'  association  is  that  further  study  of  the  question  by 
this  committee  might  prove  very  helpful. 

The  testimony  j'esterday  of  former  Commissioner  Brenner  as  to  the 
percentage  of  the  Patent  Office  budget  which  is  expended  in  connec- 
tion with  the  examination  of  patent  and  trademark  applications  and 
the  amount  attributal^le  to  services  provided  to  the  public  appeai-ed  to 
differ  from  the  position  expressed  during  yesterday's  hearings  by  the 
spokesman  for  the  Commerce  Department. 

Our  association  would  like  to  see  further  study  of  this  matter  on 
the  principle  that  the  fees  collected  should  bear  an  approjiriate  corre- 
lation to  the  cost  of  the  services  on  materials  received  by  a  person 
paying  a  fee  and  that  appropriate  consideration  also  be  given  to  those 
sei'vices  provided  by  the  Patent  Office  which  are  of  primary  public 
rather  than  private  benefit. 

The  only  other  proposed  legislation  on  which  I  am  prepared  to 
state  a  position  of  APLA  at  this  time  is  S.  1252  relating  to  inventors' 
certificates.  AVe  sui)])ort  that  legislation. 

Tliank  vou.  Mr.  Chaii-man. 
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]Mr.  Brexxax.  Could  you  furnish  for  the  record  your  analysis  of 
how  the  cost  of  the  Patent  Office  sliould  be  sliared  by  tlie  ])ublic  and 
the  patentee  ? 

^fr.  Frexcii.  It  may  take  a  little  while  but  we  will  do  our  best. 

Mr.  Brexxax.  How  lon^r  do  you  mean  by  "a  little  while"? 

]Mr.  Frexcii.  "We  have  not  had  any  committee  actively  studyin^r 
that  in  some  time.  We  do  not  have  a  formal  position,  thei-efore,  that  I 
am  not  in  position 

Mr.  Brexxax.  I  appreciate  that. 

Mr.  Frexgh.  I  do  not  have  back-up  material  available  nor  do  we 
have  it  readily  available. 

]Mr.  Brexxax'.  You  could  not  comment  upon  tlie  Administration 
judrrment  of  80  percent? 

]Mr.  Frexch.  I  am  not  goincr  to  comment  off  the  cuff.  How  soon 
would  it  be  helpful  for  the  committee  for  us  to  do  it? 

Mr.  Brexxax.  I  would  assume  based  upon  the  chaii-man  closinfr  the 
record  by  June  1. 1  would  like  to  have  this  early  in  June. 

]Mr.  Frexcii.  "We  will  do  the  absolute  best  we  can  to  do  it  and  to 
meet  your  time  schedule. 

]Mr.  Brexxax.  Let  me  ask  you  another  question  on  fees.  If  the 
committee  accepts  the  administration  analysis  that  80  percent  is  a 
fair  rate  of  recovery,  would  you,  speaking  personally,  not  as  president 
of  APLA.  possibly  see  some  merit  in  reconsidering  the  question  of 
maintenance  fees  or  deferred  payment  of  a  portion  of  the  ]')ateut  fee? 

Mr.  Frexcii.  Speaking  personally,  and  strictly  personally.  I  have 
never  been  persuaded  tluit  maintenance  fees  were  so  awful  a  prospect 
as  many  other  patent  lawyers  have  been.  I  can  see  arguments  that  can 
be  made  in  their  favor  which  to  me  carry  more  weight  than  many  of 
the  arguments  I  have  heard  against  them. 

]Mr.  Brex'xax',  I  detect  a  certain  shift  since  1965  on  the  part  of 
both  the  bar  and  industry. 

]Mr.  Frexch.  xVgain.  I  am  not  representing  a  shift  in  the  bar.  I 
may  be  representing  a  shift  in  Nat  French,  but  that  position  has 
really  not  changed.  I  held  the  same  position  Avhen  the  matter  of 
maintenance  fees  was  such  a  hot  topic  for  a  fight  back  T)  or  6  years 
ago. 

Mr.  Brexxax'.  Thank  you. 

Senator  Burdick.  You  say  a  shift  in  the  Ix'lief  of  the  illustrious 
practitioner? 

jNIr.  Frexch.  I  could  not  quite  hear  you. 

Senator  Burdick.  You  say  it  is  a  shift  in  the  opinion  of  the  illus- 
trious practitioner,  meaning  you? 

]Mr.  Frexcii.  Keally.  no.  I  was  more  inclined  to  favor  them  as 
something  I  felt  was  not  unreasonable  wlien  that  mattei*  was  dis- 
cussed before  but  I  was  distinctly  in  the  minority  at  that  time  and  I 
liave  not  taken  any  soundings  since  that  time. 

Senator  BfRorcK.  "Well,  it  is  fair  to  say  you  see  merit  in  \hv  mainte- 
nance fee  propositions,  some? 

^Ir.  Frexcii.  My  personal  feeling  is  that  I  can  see  merit  in  some- 
thing that  causes  someone  who  clearly  has  benefited  from  the  patent 
he  is  holding,  or  is  in  a  position  to  determine  Avhether  he  has  bene- 
fited, in  being  given  the  opportunity  of  paying  additional  sums,  after 
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the  patentee  has  had  some  chance  to  proiit,  for  the  purpose  of  con- 
tinuing these  benefits. 

Senator  Bukdick.  Well,  thank  you  for  your  contribution  today. 

(The  statements  and  subsequent  submissions  follow:) 

Supplemental  Statement  of  Nathaniel  R.  French,  President, 
American  Patent  Law  Association 

I  am  Nathaniel  R.  French  of  the  law  firm  of  Marechal,  Biebel,  French  &  Bug? 
of  Dayton,  Ohio.  I  am  submitting  this  written  statement  as  President  of  the 
American  Patent  Law  Association  to  supplement  my  testimony  in  the  same  ca- 
pacity before  this  Subcommittee  on  May  12,  1971,  by  setting  forth  in  more  detail 
the  basis  for  the  strong  endorsement  by  the  American  Patent  Law  Association  of 
Scott  Amendments  23  and  24  of  S.  643  and  Section  6  of  S.  643. 

In  the  interests  of  brevity  at  the  Hearing,  my  oral  testimony  was  predicated 
on  the  assumption  that  the  content  of  the  legislation  under  consideration  was  al- 
ready well  known,  and  that  no  analysis  of  its  provisions  was  therefore  neces- 
sary. In  the  interests  of  completeness  in  this  statement,  it  is  my  intention  to 
incorporate  concise  summaries  of  the  facts  of  the  proposed  legislation,  with  the 
hope  of  simplifying  the  issues  under  consideration. 

In  the  course  of  the  Hearings  on  May  11-13,  1971  before  this  Subcommittee. 
Admendments  23  and  24  and  Section  6  were  strongly  endorsed  and  supported 
by  many  witnesses,  but  were  opposed  in  varying  degree  and  at  considerable 
length  by  other  witnesses.  Some  of  that  opposition  was  based  on  misinformation, 
exaggeration,  misrepresentation  and  misinterpretation  of  extensive  scope  as  to 
the  purpose  and  effect  of  these  proposed  statutory  provisions.  It  is  therefore  also 
my  intention  to  ix)int  out  in  this  statement  some  of  the  fallacies  underlying  the 
arguments  of  the  opponents  of  this  legislation. 

At  the  outset,  general  statements  can  be  made  with  respect  to  the  testimony 
as  a  whole : 

1.  The  opponents  of  the  Scott  Amendments  testified  at  length  on  specifics, 
but  with  notably  few  exceptions,  they  did  not  address  themselves  to  the 
stated  purpose  of  the  hearings,  i.e.  to  discuss  the  amendments  in  principle. 

2.  The  dichotomy  of  views  represented  by  the  Departments  of  Justice  and 
Commerce  in  itself  demonstrates  the  need  for  legislation. 

3.  The  need  for  this  legislation  is  further  demonstrated  by  the  divergent 
views  expressed  by  its  opponents ;  myriad  specific  objections  were  advanced, 
but  there  was  by  no  means  unanimity  as  to  either  the  reasons  for  those  ob- 
jections or  the  specifics  as  to  which  they  were  voiced. 

As  in  my  oral  testimony,  the  following  discussion  will  concentrate  on  the  prin- 
ciples involved  in  the  legislation  under  consideration,  and  will  consider  specific 
language  only  when  it  is  particularly  germane.  At  the  same  time,  since  much  of 
the  testimony  of  the  opponents  of  this  legislation  was  directed  to  specific  lan- 
guage rather  than  to  principle,  I  assure  the  Subcommitte  that  our  Association 
will  ibe  happy  to  contribute  whatever  help  it  can,  in  the  form  of  professional  man- 
power, to  the  development  of  improved  statutory  language  incorporating  the 
principles  of  the  proposed  legislation. 

SCOTT    amendment    2  4 — SECTION    261 

Scott  Amendment  24  is  concerned  with  the  nature  of  patent  rights  and  the 
licensing  of  such  rights.  It  comprises  two  main  ijarts,  the  first  being  directed 
to  Section  261  of  S.  643,  and  the  second  being  directed  to  Section  271  of  S.  643. 

The  first  of  these  parts  of  Amendment  24  comprises  two  subdivisions.  The  first 
would  rewrite  subsection  261(b),  and  the  second  would  add  new  subsections 
261(e)  and  261(f). 

The  purpose  of  jjroposed  subsection  261(1))  is  to  clarify  the  transferable  and 
licensable  nature  of  patent  rights,  and  it  comprises  two  paragraphs.  Paragraph 
(1)  differs  slightly  from  present  261(b)  of  S.  643,  which  is  in  turn  identical 
with  the  second  paragraph  of  current  35  USC  261(b).  This  relationship  is  shown 
by  the  following  copy  in  which  the  words  to  be  deleted  from  the  current  statute 
are  in   brackets   and   the   words   not  now   in   the   current    statute   are    italic : 

"Applications  for  patent,  patents,  or  any  interest  therein,  shall  be  assignable 
in  law  by  an  instrument  in  writing  [.  The  applicant,  patentee,  or  his  assigns 
or  legal  representatives  may  in  like  manner  grant  and  convey  an  exclusive  right 
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under  his  application  for  patent,  or  patents,  to]  ,  and  in  like  manner  exclusive 
riyhtii  under  applications  for  patent  end  patents  may  l>c  conveyed  for  the  whole 
or  any  [specified]  part  of  the  United  States." 

We  agree  with  the  position  of  the  Department  of  Commerce,  in  its  letter  of 
May  10,  1971  to  the  Chairman  of  the  Senate  Committee  on  the  Judiciary,  that 
the  effect  of  these  amendments  is  merely  to  rephrase  the  first  two  sentences  of 
the  current  statute  without  changing  their  meaning.  I  heard,  or  have  read,  the 
testimony  of  all  of  the  witnesses  who  opposed  tlie  Scott  Amendments,  and  I 
have  found  no  indication  of  any  objection  to  either  the  language  or  principle 
of  paragraph  ( 1 )  of  proposed  suhsec-tion  2U1  ( b ) . 

FIELD    OF    USE    LICENSING 

Where  paragraph  (1)  of  proposed  subsection  261(b)  deals  with  assignment, 
paragraph  (2)  would  codify  the  long-recognized  right  of  a  patent  owner  to  grant 
a  limited  license ;  that  is,  to  license  less  than  his  total  patent  rights,  either 
exclusively  or  non-exclusively,  to  a  party  or  parties  of  his  choice : 

•'(2)  An  applicant,  patentee,  or  his  legal  repre.sentative  may  also,  at  his 
election,  waive  or  grant,  by  license  or  otherwise,  the  whole  or  any  part  of  his 
rights  under  a  patent  or  patent  application  and  for  the  whole  or  any  part 
of  the  United  States,  by  exclusive  or  nonexclusive  arrangement  with  a  ijarty 
or  parties  of  his  selection." 

We  agree  with  the  position  of  the  Department  of  Commerce,  in  the  same 
letter  to  Senator  Eastland  noted  above,  that  this  provision  does  not  and  is  not 
intended  to  make  a  limited  license  legal  when  other  provisions  in  the  license 
or  other  circumstances  would  render  it  illegal. 

There  is  ample  evidence  in  the  record  of  the  important  part  which  "field 
of  use"  licensing  has  played  in  the  development  of  American  industry,  and 
especially  in  the  development  of  relatively  small  businesses.  The  testimony 
of  William  P.  Cole  was  especially  convincing  as  he  traced  the  building  of  his 
former  company,  Polymer  Corporation,  with  the  aid  of  a  series  of  limited 
licenses.  The  purpose  of  paragraph  (2)  is  to  make  it  certain  that  these  ad- 
vantages of  limited,  licenses  will  continue  to  be  available  to  growing  businesses 
throughout  the  United  States. 

The  objections  to  paragraph  (2)  by  witnesses  at  the  Hearings  were  generally 
based  upon  the  proposition  that  this  paragraph  would  necessjirily  make  legal 
a  variety  of  licensing  practices  such  as  price  fixing,  tie-ins,  and  cartels.  Thus 
although  Assistant  Attorney  General  McLaren  admitted  that  "We  do  not 
object  to  field  of  use  restrictions  as  a  general  rule,"  he  went  on  with  an 
imaginative  discussion  of  possible  interpretations  of  paragraph  (2)  which 
"could,  arguably,  permit  patentees  to  engage  in  various  types  of  conduct  which 
traditionally  have  been   regarded   as  involving   antitrust   violation.s." 

We  think  that  without  any  modification  of  its  language,  paragraph  (2) 
clearly  goes  no  further  than  to  establish  by  statute  that  limited  licenses  are 
not  per  se  illegal.  Nor  would  it  make  legal  any  specific  licensing  practice 
which  today  would  properly  be  held  illegal.  At  the  same  time,  we  would  have 
no  objection  to  modification  of  the  proposed  language  to  make  tliis  result  even 
more  clear,  since  this  is  the  only  result  which  we  think  this  section  is  intended 
to  achieve  and  should  achieve. 

Unexpected  but  strong  support  is  provided  for  codification  of  this  principle  by 
the  remarkably  varied  approaches,  leading  to  considerable  confusion,  taken 
by  different  opponents  of  the  Scott  Amendment.  Thus  even  the  modified  version 
of  Section  271  suggested  by  Professor  Turner  would  still  provide  that  limited 
licenses  are  legal,  so  long  as  they  do  not  include  any  of  a  list  of  specific  limi- 
tations which  he  would  have  declaretl  per  se  illegal. 

Assistant  Attorney  General  McLaren,  on  Uie  other  hand,  appears  to  be 
opf)osed  to  any  legislation  which  would  introduce  certiiinty  into  tlie  law 
relating  to  licensing  practices.  His  testimony  with  specific  reference  to  Amend- 
ment 24  included  the  statement  that — 

"It  appears  to  us  that  living  with  the  narrow  area  of  uncertainty  which  exists 
is  far  preferable  to  doing  away  with  certain  long  established  rules  designed 
to  protect  the  public  and  our  competitive  system,  as  we  fear  this  measure 
would  do." 

He  did  not  identify  any  of  these  "long  established  rules"  and  we  have  not 
been  able  to  identify  them.  Neither  has  Alan  Ward,  the  spoke.- ni.in  for  the 
Federal  Trade  Commission,  as  appears  from  his  testimony  that — 
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"Notably,  none  of  the  amendments  seeks  to  overturn  a  per  se  rule." 

Detailed  analysis  of  the  testimony  of  all  of  the  witnesses  supporting  or 
opposing  the  Scott  Amendments  leads  to  the  conclusion  that  as  of  the  immediate 
present,  there  is  substantial  agreement  that  within  appropriate  limits,  it  is 
still  legal  for  a  patent  owner  to  license  any  part  of  his  rights  under  a  patent 
or  patent  application,  for  the  whole  or  any  part  of  the  United  States. 

The  emphasis  on  "immediate  present"  and  "still"  in  the  preceding  sentence 
is  intentional,  because  it  also  emphasizes  the  pressing  needs  for  legislative  action 
to  clarify  the  uncertainties  which  have  been  created  by  Department  of  Justice 
speeches  and   threats   to   change   the   law   by   selected   case-by-case   attacks. 

We  of  course  recognize  that  there  is  substantial  disagreement  as  to  what 
definition  of  "appropriate  limits"  should  apply  to  field  of  use  licenses,  but 
that  disagreement  is  not  relevant  to  the  principle  to  be  codified  bv  paragraph 
(2). 

It  is  also  clear  from  detailed  analysis  of  testimony  of  all  witnesses  that  there 
is  agreement  as  to  the  present  uncertain  state  of  that  area  of  the  law  to  which 
Amendment  24  is  directed.  In  addition  to  the  admission  of  Mr.  McLaren  quoted 
above,  note  the  statement  of  Mr.  Ward  that— 

"At  present,  we  believe,  field  of  use  restrictions  cannot  safely  be  considered 
per  se  legal,  or  accurately  described  as  per  se  illegal." 

In  the  face  of  this  admitted  uncertainty,  the  importance  of  codification  of  the 
principle  of  paragraph  (2)  is  emphasized  by  consideration  of  the  alternative 
prospect  of  case-by-case  development  of  the  law  in  the  absence  of  statutory 
guidelines.  The  Antitrust  Division  has  made  no  secret  of  its  determination  to 
effect  such  case-by-case  development  by  bringing  actions  in  field  of  use  license 
situations  which  present  facts  favorable  to  its  theory  of  what  the  law  should  be. 
Nor  has  it  made  any  secret  of  its  definition  of  that  theory  in  terms  of  a  two- 
question  test,  the  second  of  which  is  "Are  less  restrictive  alternatives  available 
to  the  patentee  ?" 

Since  that  question  must  be  answered  "Yes"  for  every  license  which  contains 
any  limitation,  we  find  no  escape  from  the  conclusion  that  the  ultimate  objective 
of  the  Antitrust  Division  is  to  have  any  license  restriction  per  se.  or  at  least 
presumptively,  illegal.  On  this  point,  I  can  in  no  way  improve  on  the  statement 
of  Professor  Weston  on  May  13, 1971  that— 

"The  Department  of  Justice  is  in  reality  trying  to  bypass  Congress  to  make 
a  fundamental  change  in  basic  patent-antitrust  law  because  it  believes  it  can 
secure  judicial  legislation'  easier  than  it  can  obtain  Congressional  legislation." 

The  patent  system  has  learned  too  well  that  even  a  decision  which  the  court 
intended  to  limit  to  the  facts  before  it  is  often  subject  to  far  broader  interpreta- 
tion by  another  court  facing  entirely  different  facts.  For  a  typical  such  example, 
we  need  look  no  further  than  the  District  Court  deci-sion  in  Painton  v.  Bourns. 
309  F.  Supp.  271,  164  USPQ  595,  discussed  in  more  detail  below  in  connection 
with  Amendment  28. 

It  is  in  no  part  our  position  that  it  would  be  proper  to  legislate  protection 
for  licensing  provisions  which  should  be  illegal,  or  which  should  be  held  unrea- 
sonable in  their  particular  context.  On  the  contrary,  we  are  ready  and  willing  to 
have  any  field  of  use  license  tested  by  application  of  a  rule  of  reason,  but  we 
think  tliat  in  all  fairness,  such  test  should  be  applied  under  a  statute  which 
establishes  that  limited  licenses  are  not  per  se  or  presumptively  illegal. 

It  is  the  continuing  absence  of  that  statutory  endorsement  which  makes  us 
fear  for  the  future  of  this  area  of  licensing  practice  which  has  proved  to  be  so 
important  a  part  of  the  early  growth  of  so  many  businesses,  and  which  has 
thus  contributed  so  much  benefit  to  the  public.  This  is  especially  the  case  in  the 
shadow  of  the  repeated  threats  made  in  speeches  of  Mr.  McLaren  and  other  rep- 
resentatives of  the  Antitru.st  Division  as  to  their  plans  for  attacking  field  of  u.se 
licensing  by  the  selected  case-by-ca.se  method.  ( See  footnote  10  of  the  paper  by 
Professor  S.  C.  Oppenheim  in  IDEA,  Vol.  15,  No.  1) . 

The  position  of  the  American  Patent  Law  Association  on  paragraph  (2)  of 
proposed  Section  261(b)  may  accordingly  be  summarized  as  identical  with  the 
opening  lines  of  Resolution  XXII  of  the  President's  Commission  on  the  Patent 
System  : 

"The  licensable  nature  of  the  rights  granted  by  a  patent  should  be  clarified  by 
specifically  stating  in  the  patent  statute  that:  (1)  applications  for  patents, 
patents.  f>r  any  interests  therein  may  be  licensed  in  the  whole,  or  in  any  specified 
part,  of  the  field  of  use  to  which  the  subject  matter  of  the  claims  of  the  patent 
are  directly  applicable  .  .  .". 
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ASSIGNOR  AND  LICENSEE  ESTOPPEL 

Turning  to  the  second  of  the  subdivisions  of  Amendment  24  directed  to  Section 
261,  the  proposed  two  new  subsections  (e)  and  (f)  would  codify  the  rights  and 
obligations  of  the  assignor  of  a  patent  and  of  the  licensee  under  a  patent  with 
respect  to  challenging  the  validity  of  the  assigned  or  licensed  patent : 

•■(e)  No  assignor  of  a  patent  shall  contest,  directly  or  indirectly,  the  validity 
of  the  patent,  when  asserted  against  him  by  his  assignee  or  any  owner  of  the 
patent  deriving  title  through  the  assignee,  unless  (1)  the  consideration  involved 
has  been  restored  to,  or  for  the  benefit  of,  the  first  assignee,  and  (2)  such 
assignor  asserts  a  ground  for  invalidity  not  reasonably  available  to  him  when 
the  assignment  was  made. 

"(f)  No  party  to  a  license,  immunity,  or  other  express  waiver  under  a  patent 
shall,  unless  consented  to  by  all  other  parties  thereto,  contest  the  validity  of 
the  patent,  provided  that  any  party  who  gives  written  notice  that  he  uncondi- 
tionally renounces  all  future  benefit  from  the  license,  immunity,  or  other  waiver 
may  then  and  thereafter  contest  the  validity  regardless  of  any  contract  to  the 
ccmtrary,  but  such  renunciation  shall  not  operate  to  relieve  the  renouncing  party 
from  any  performance  due  prior  to  the  renunciation." 

The  need  for  these  subsections  stems  from  the  Supreme  Court  decision  in 
Lear  v.  Adkim,  395  US  G53,  162  USPQ  1,  that  a  licensee  is  not  estopped  from 
challenging  the  validity  of  a  patent  under  which  he  is  licensed.  That  decision  is 
generally  considered  to  have  completely  overruled  long  standing  doctrines  of 
licensee  and  assignor  estoppel. 

The  purijose  of  subsections  (e)  and  (f)  is  not  to  overrule  Lear  v.  Adkins.  On 
the  contrary,  it  is  to  codify  the  interj^retation  of  the  scope  of  Lear  v.  Adkins 
within  limits  as  to  which  there  was  substantial  agreement  among  both  the 
proponents  and  opponents  of  the  Scott  Amendments  who  appeared  in  the  course 
of  the  Hearings  on  May  11-13,  1971. 

In  principle,  the  effect  of  sub.section  (e)  would  be  to  bar  the  assignor  of  a 
patent  from  challenging  the  validity  of  a  patent  which  he  has  assigned  except 
under  two  conditions : 

(1)  He  must  restore  the  consideration  for  which  he  had  assigned  the 
patent ;  and 

(2)  His  ground  for  challenging  invalidity  must  not  have  been  reasonably 
available  to  him  when  the  assignment  was  made. 

These  two  conditions  should,  quite  properly,  prevent  bad  faith  assignment 
with  the  invention  of  subsequent  repudiation.  We  do  not  understand  Mr.  ^Ic- 
Laren's  unexplained  objection,  especially  in  view  of  his  proposed  substitute  sub- 
section, which  appears  similar  to  subsection  (e)  as  to  condition  (1),  but  com- 
pletely omits  condition  (2)  and  could  correspondingly  encourage  the  type  of 
bad  faith  assignment  which  condition  (2)  is  designed  to  prevent. 

The  principle  of  .subsection  (f )  is  similar.  It  bars  a  licensee  from  contesting  the 
A'alidity  of  a  licensed  patent  unless  he  first  renounces  all  future  benefit  from  the 
license,  and  therefore  in  effect  stands  in  the  .same  position  as  an  infringer  who 
had  never  had  a  license.  Tlie  fairness  of  this  principle  was  conce<led  by  the  major- 
ity of  the  witnesses  opposing  the  Scott  Amendments,  including  the  witnesses  for 
tht!  Department  of  Justice  and  the  Federal  Trade  Commission.  For  example,  Mr. 
McLaren  testified  that — 

"We  recognize  that  unfairness  to  patentees  could  result  if  the  courts  should 
extend  Lear — which  we  do  not  believe  they  will — and  hold  that  a  patent  licensee 
may  continue  to  enjoy  the  full  benefits  of  a  patent  license  while  at  the  same  time 
challenging  the  patent's  validity." 

We  respectfully  submit  that  the  Patent  Bar  cannot  realistically  advi.'je  clients 
on  the  basis  of  what  anyone  believes  that  the  courts  will  or  will  not  do  in  the 
absence  of  statutory  guidelines.  This  is  especially  the  case  when  we  can  find  no 
basis  for  Mr.  ^Icl.aren's  beliefs  as  to  the  unlikely  extension  of  FjCar.  either  in  the 
opinion  itself  or  in  the  .subsequent  decisions  of  other  courts  applying  their  under- 
standing of  Lear.  The  pertinent  dictum  in  the  Lear  opinion  follows  : 

"Thus,  it  may  be  suggested  that  although  Lear  must  lie  allowed  to  raise  the 
que.-^tion  of  patent  validity  in  the  present  law.'^uit.  it  nuist  al.><o  lie  requinnl  to 
comply  with  its  contract  and  continue  to  pay  royalties  until  its  claim  is  finally 
vindicated  in  the  courts  .  .  . 

"It  .'<eems  to  us  that  such  a  requirement  would  be  inconsistent  with  the  aims  of 
federal  patent  policy." 
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Decisious  of  two  Courts  of  Ai>peal  and  one  District  Court  which  antedate  Mr. 
McLaren's  testimony  have  already  extended  Lear  to  hold  that,  in  Mr.  McLaren's 
own  language : 

"...  a  patent  licensee  may  continue  to  enjoy  the  full  benefits  of  a  patent 
license  while  at  the  same  time  challenging  the  patent's  validity." 

In  Bcckman  Instruments  Inc.  v.  Technical  Development  Corp.,  433  F.  2d  55,  the 
Seventh  Circuit  Court  of  Appeals  interpreted  Lear  as  holding  that  a  licensee  may 
attack  the  validity  of  the  licensed  patent  while  continuing  to  use  the  patent  and 
accept  the  benefits  of  the  license. 

As  of  this  writing,  the  very  recent  District  Court  decision  in  Medtronic,  Inc.  v. 
American  Optical  Corp.  has  been  reported  only  fragmentarily  in  BNA's  PTC 
JOURNAL,  No.  26,  May  6,  1971,  Page  A-4.  In  referring  to  the  Bcckman  decision, 
the  Minnesota  District  Court  said  in  part : 

"Two  points  are  noteworthy  about  the  Seventh  Circuit's  ruling;  it  did  not 
require  Beckman  to  terminate  the  license  before  bringing  its  action  and  it  inter- 
preted Lear  as  enunciating  a  policy  of  removing  legal  and  economic  barriers  to 
patent  challenges  by  licensees.  The  court  accepts  the  Seventh  Circuit's  interpreta- 
tion of  Lear  in  toto." 

Similarly  the  Second  Circuit  Court  of  Appeals  in  Painton  v.  Bourns,  F.  2d 
,  169  USPQ  528,  stated  with  respect  to  the  effect  of  the  Lear  decision  : 

".  .  .  many  will  prefer  to  pay  a  modest  royalty  than  to  contest  it,  even  though 
Lear  allows  them  to  accept  a  license  and  pursue  the  contest  without  i)aying 
royalties  while  the  fight  goes  on.  (p.  584) 

".  .  .  What  Lear  precisely  held  was  that  the  courts  may  not  enforce  a  royalty 
agreement  with  respect  to  an  invention  embodied  in  an  American  patent  while  the 
licensee  was  contesting  its  validity  and  could  recover  only  when,  as  and  if  validity 
was  established."  (p.  535) 

The  language  of  these  three  decisions  is  not  inconsistent  with  Justice  White's 
reference  to  Lear  in  dictum  in  the  very  recent  opinion  handed  down  on  May  3, 
1971  of  the  United  States  Supreme  Court  in  Blonder-Tongue,  Inc.  v.  University  of 
Illinois  Fmindation,  U.S.         ,  169  USPQ  513,  526. 

''Lear  permits  an  accused  infringer  to  accept  a  license,  pay  royalties  for  a  time, 
and  cease  paying  when  financially  able  to  litigate  validity,  secure  in  the  knowl- 
edge that  invalidity  may  be  urged  when  the  patentee-licensor  sues  for  unpaid 
royalties."' 

The  reason  offered  by  the  opponents  of  Amendment  24  for  o'bjecting  to  sub- 
section (f)  was  predicated  in  large  measure  on  a  theoi-y  that  it  would  have  the 
effect  of  insulating  invalid  patents  from  public  ventilation.  We  submit  that  there 
is  no  justification  for  so  far-fetched  an  argument.  History  has  made  it  much  too 
clear  for  dispute  that  whenever  the  public  interest  needs  investigation  of  the 
validity  of  a  patent  monopoly,  that  need  will  quickly  be  met,  either  by  a  private 
litigant  interested  in  entering  the  same  market,  or  by  the  Department  of  Justice. 

Subsection  (f )  would  offer  no  bar  to  "public  ventilation"  of  invalid  patents.  Its 
primary  effect  would  be  to  protect  the  develoiDer  of  a  patent  who  has  negotiated 
;;.  license  in  good  faith  from  being  held  to  the  terms  which  he  negotiated  while 
defending  the  validity  of  his  patent  against  a  licensee  who  is  financing  his  attack 
oa  the  patent  with  royalties  withheld  from  the  patentee. 

In  my  oral  testimony,  this  tyije  of  situation  v.-as  accurately  characterized  as 
"free  ride"  insurance.  It  might  equally  well  be  characterized  as  "no  risk"  insur- 
ance, if  the  licensee  who  challenges  validity  can  rest  assured  that,  at  the  very 
worst,  he  will  merely  have  to  pay  royalties  at  the  same  rate  which  had  been 
established  by  free  negotiation  prior  to  his  challenge  of  the  patent.  We  know  of 
no  other  area  of  the  law  where  a  party  to  a  contract  can  eat  his  cake  and  have  it 
too.  and  this  area  should  be  eliminated  by  statue. 

Finally  as  to  subsection  (f),  the  substitute  proposal  of  the  Department  of  Jus- 
tice as  to  licensee  estoppel  appears  to  concede  the  correctness  of  the  principle  of 
subsection  (f ),  although  we  think  it  lacking  in  clarity.  It  would  appear,  therefore, 
that  this  is  now  an  issue  which  requires  only  agreement  as  to  appropriate  specific 
language. 

SCOTT  AMENDMENT  2  4 — SECTION   271 

The  second  portion  of  Amendment  24  would  ncid  two  new  subsections  (f )  and 
(g)  to  Section  271  of  S.  643.  The  purpose  of  these  two  subsections  is  to  codify  the 
second  part  of  Recommendation  XXII  of  the  President's  Commission : 

"The  licensaWe  nature  of  the  rights  granted  by  a  patent  should  be  clarified  by 
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siKicitically  statiug  iu  the  patent  statute  that:  ...  (2)  a  patent  owner  shall  not 
be  deemed  guilty  of  patent  uu.su.se  merely  bet-au.se  he  agreed  to  a  coulrai-tual  pro- 
vision or  imposed  a  condition  on  a  liceu.see,  which  has  (a)  a  direct  relation  to  the 
disclosure  and  claims  of  the  patent,  and  (b)  the  iX'rformance  of  which  is  reason- 
able under  the  circumstances  to  secure  to  the  patent  owner  the  fuil  Iwnelit  of  his 
invention  and  patent  grant.  This  recommendation  is  intended  to  make  clear  that 
the  "rule  of  reason'  shall  constitute  the  guideline  for  determining  i^itcnt  mi.su.se." 
Subsection  (f )  provides  tliat  no  patent  owner  shall  be  guilty  of  misu.se  or  illegal 
exten.sion  of  iKitent  rights  '"becau.se  he  has  entered  into  or  will  enter  only  into" 
either  of  two  types  of  arrangement,  and  we  would  favor  in.-eriion  i^£  "merely" 
before  the  "because"'  clause.  The  two  tyi)es  of  arrangement  are  detiiuKl  as  : 

"(1)  ixn  arrangement  granting  some  rights  under  the  patent  but  excluiling  site- 
cified  conduct,  if  the  conduct  excluded  would  be  actionable  under  this  title,  or 

"(2)  an  arrangement  granting  rights  under  the  patent  that  excludes  or  re- 
stricts conduct  in  a  manner  that  is  reasonalde  under  the  circumstiiuces  to  secure 
to  the  patent  owner  the  full  benefit  of  his  invention  and  patent  grant." 

It  is  apparent  that  arrangement  (I;  is  merely  a  limited  license  under  which 
the  excluded  conduct  would  constitute  patent  infringement  in  the  ab.sence  of  a 
licen.se.  Arrangement  (1)  is  tlierefore  effectively  a  more  specific  counterpart  of 
paragraph  (2)  of  proposed  Section  2151(b),  in  that  it  defines  a  specific  type  of 
limited  licen.se  as  not  per  se  illegal.  It  might  in  fact  be  unnece.s.sary,  jiarticularly 
if  Section  261(b)  is  amended  along  lines  such  as  the  propcsal  of  the  Tuesday-2 
Group  published  in  BNA's  PTC  Journal  No.  23. 

Arrangement  (2)  was  intended  to  codify  the  portion  of  Recommendation  XXII 
quoted  at  the  beginning  of  this  section.  Our  understanding  of  most  of  the  criti- 
cism of  this  paragraph  by  opponents  of  the  Scott  Amendments  is  that  it  was 
directed  to  matters  of  language  rather  than  principle.  We  would  hnvv  no  objec- 
tion to  revision  of  the  specific  language  to  a  form  more  precisely  reflecting 
Recommendation  XXII,  such  as  the  proposal  of  the  Tuesday-2  Group  to  define 
this  arrangement  as  one — 

".  .  .  which  includes  a  contractual  provision  or  imposes  a  condition  which  (i) 
is  related  to  the  disclosure  and  claims  of  his  patent,  and  (ii)  the  performance 
of  which  is  reasonable  under  the  circumstances  to  secure  to  the  patent  owner 
the  full  benefit  of  his  patent  grant." 

The  principle  which  we  think  is  essential  to  establish  by  statute  is  a  statement 
of  the  Rule  of  Reason  as  recommended  by  the  President's  Commission,  viz.  a 
Rule  of  Reason  which  starts  from  ti;e  constitutionally  endor.sed  ]»renii.se  that  a 
patentee,  as  a  reward  for  adding  a  definable  something  to  the  realm  of  science 
and  the  useful  arts  and  disclosing  it  to  the  public,  has  a  limited  monopoly  in  the 
form  of  a  right  to  exclude  all  others  from  the  practice  of  his  invention  or  dis- 
covery. It  is  clear  from  statements  of  the  Department  of  Justice,  both  before 
this  Subcommittee  and  el.sewhere,  that  in  the  ab.sence  of  such  a  statutory  guide- 
line, the  Antitrust  Division  will  endeavor,  through  the  case-by-case  procedure,  to 
shift  the  burden  of  proof  and  effect  judicial  legislation  of  per  .se  illegality  of 
one  after  another  of  the  license  restrictions  which  are  presumptively  legal  at 
the  present  time. 

Much  of  the  testimony  of  the  opponents  of  the  Scott  Amendments  was  devotetl 
to  imaginative  portrayal  of  the  dire  results  which  they  anticipated  if  Amendment 
24  were  to  become  law.  Contrary  to  their  position,  it  is  neither  the  intention  of 
the  proponents  of  Amendment  24  to  roll  back  the  clock,  nor  is  there  any  chance 
that  such  result  would  occur. 

The  only  result  we  desire  to  achieve  through  subsection  (f)  is  that  in  every 
case,  the  burden  of  establishing  the  unreas<mableness  of  a  particular  license  re- 
striction will  be  on  the  party  attacking  the  license,  and  the  tests  will  be  whether 
that  restriction  is  related  to  the  disclosure  and  claims  of  his  patent  and  is  rea- 
sonable under  the  circumstances  to  secure  to  the  patent  owner  the  full  benefit 
of  his  patent  grant. 

In  the  testimony  of  Mr.  McLaren,  strong  opijosition  was  raised  to  this  pro- 
vision, on  the  basis  that  it  proposed  a  special  Rule  of  Reason  which  "bears  little 
resemblance  to  the  gem-ral  antitrust  rule  of  reason,  under  which  the  reasonable- 
ness of  a  particular  practice  is  judged  objectively  from  the  standpoint  of  the 
public  and  not  from  that  of  any  special  group." 

It  seems  to  us  that  in  adopting  this  view  of  licensing  practices,  the  Antitrust 
Division  has  lost  .sight  of  the  basic  dilTerence  between  illegal  monoiwilies  and 
the  patent  grant,  created  by  the  Constitution  and  statute,  of  a  legal,  limited  right 
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to  exclude  others  from  the  partieiihir  market  which  it  covers — a  new  market  for  a 
previously  unknown  and  nonobvious  invention. 

When  the  Antitrust  Division  seeks  to  apply  the  same  rule  of  reason  to  every  case, 
the  result  is  untenable.  A  patent  grant  is  not  contrary  to  the  public  intere.st,  as  is 
emphasized  by  some  additional  basic  essentials  of  patent  law : 

(a)  A  patentee  benefits  from  his  legal  patent  grant  in  direct  relation  to  the 
extent  to  whicli  his  patent  is  iised. 

(  &)  A  patentee  normally  grants  a  license  berauh:e  he  expects  that  this  will 
increase  use  of  his  patented  invention. 

( c)  To  the  extent  that  any  patent  is  used,  the  public  receives  greater  benefit 
than  if  it  were  not  used. 

(d)  The  public  is  also  benefited  by  the  free  and  full  disclosure  of  inventions 
made  practical  under  a  system  granting  to  investors  limited  proprietary 
rights. 

A  somewhat  different  and  very  important  factor,  which  also  seems  to  have 
been  ignored  by  the  Antitrust  Division,  is  the  stimulus  to  inventive  development 
which  is  provided  by  the  necessity  for  competition  with  a  patented  product. 

History  has  given  us  innumerable  instances  of  the  fact  that  when  a  manu- 
facturer is  faced  with  the  choice  l)etween  (a)  losing  out  to  a  patented  product 
in  the  market  place,  (b)  indulging  in  the  uncei'tainties  and  expense  of  defending 
an  infringement  suit,  and  (e)  developing  a  successful  product  which  will  avoid 
his  competitor's  patent,  it  is  the  third  coixrse  which  lias  in  most  cases  proved  to 
be  best  not  only  for  the  manufacturer  l)ut  also  for  the  purchasing  public.  As  was 
stated  l)y  a  judge  particularly  experienced  in  patent  matters  : 

"The  patent  system  encourages  invention,  not  only  in  that  it  rewards  the  in- 
ventor with  a  patent,  but  it  spurs  the  competitiors  to  put  forth  their  mightiest 
effort  to  produce  a  pi-oduct  as  good,  yet  different  frcnn  the  patentee's.  *  *  * 
It  must  be  admitted  that  in  an  effort  to  avoid  infringement  of  a  patent,  as  much 
skill  is  often  displayed  as  is  shown  in  the  conception  or  development  of  invention 
itself.  There  is.  however,  nothing  objectionable  in  this.  In  fact,  it  is  thus  that 
the  patent  system  is  working  at  its  best.  For  it  is  then  th^at  we  have  competition 
between  a  holder  of  a  legal  monopoly  and  his  comi>etitors.  It  illustrates  how  the 
legal  monopoly  evidenced  by  a  patent  excites  tlie  competitors  to  their  best  to  meet 
or  excel  the  product  covered  by  the  existing  patent.  Competition  among  indus- 
trial rivals  and  inventors  is  thus  incited."  {James  P.  Marsh  Corp.  v.  United 
^^tatcs  Gauge  Vompany,  129  F.2d  161,  165) 

The  point  just  discussed  also  serves  as  a  most  effective  answer  to  the  law 
professors  who  advocate  the  proposal  of  the  Neal  Committee  Report  whiclii  would 
require  a  patentee  to  grant  the  same  license  terms  to  all  comers.  This  thinly 
veiled  form  of  compulsory  licensing  would  have  a  much  greater  tendency  to 
stultify  than  to  stimulate  competition. 

The  basic  essentials  listed  above  and  the  point  last  discussed  should  make  it 
clear  that  we  do  not  advocate  a  rule  under  which  the  reasonableness  of  a 
particular  practice  would  be  judged  otherwise  than  objectively  from  the  stand- 
point of  the  public.  We  urge  only  that  the  public  interest  should  be  considered 
in  the  light  of  the  basic  punioses  of  the  patent  law. 

To  sum  up  on  this  point,  the  public  is  benefited  more  if  a  patent  is  usetl 
than  if  it  is  not  used,  wliether  that  use  be  by  the  patentee  or  under  license. 
Similarly,  if  the  public  receives  some  benefit  by  reason  of  the  use  of  a  patent 
which  it  would  not  have  received  if  the  patented  invention  had  not  been  made, 
the  public  interest  purix>se  of  the  patent  law  has  been  fulfilled. 

This  public  interest  purpose  of  the  patent  law  is  seriously  threatened  today 
by  a  combination  of  factors  under  the  present  law  which  is  highly  anticom- 
petitive and  which  the  Scott  Amendments  will  cure  in  large  part.  The  com- 
bination of  factors  is: 

( i )   Many  uncertainties  as  to  what  is  lawful  licensing  practice  ; 
(ii)   The  fact  that  what  is  lawful  today  (as  by  the  Supreme  Court's  4-4 
divided  court  or  6-3  divided  court)    is  by  Mr.  McLaren's  announced  goal 
to  be  rendered  at  least  partly  vanlawful  soon — and  before  today's  patent 
license  expires  in  perhaps  17  years ; 

(iii)  Heinous  penalties  of  antitrust  violaticm  (e.g.  unenforceability  of  a 
patent  of  potential  million  dollar  value  plus  claims  for  treble  damages) 
which  may  attach  if  today's  license  draftsman  does  not  clairvoyantly  antici- 
pate tomorrow's  antitrust  case-by-case  law  development. 

Those  three  factors  exist  in  combination  today,  and  on  a  day  to  day  basis 
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tlioy  inhil)it  many  patent  owners  from  granting  any  lircnso.  Hy  inluMtini:  the 
grantiiii;  of  licenses,  the  restrict  comi)etiti'on  anionfr  otherwise  jxissitile  li(cns«'es. 
The  total  anticompetitive  effect  therefrom  prohal)ly  exciH'ds  tlif  total  anlic<»m- 
petitive  effect  of  all  the  restrictions  which  are  even  iiM-d  today  in  licenses. 

A  tirm  statutory  termination  of  the  protrrossive  case-l>y-casc  iileiralizing  of 
license  practices  would  be  highly  pro-competitive  in  the  muiilxT  <>\'  li(cii-i-<  it 
would  soon  generate. 

SUBSECTIOX  2t;i(g) 

Subsection  (g)  lists  certain  special  licensing  practices  which  would  be  declared 
not  per  se  illegal  when  judged  by  the  Rule  of  Reason  to  be  codified  by  subs<'ction 
(f).  namely — 
"  ( 1 )   a  nonexclusive  license  or  waiver  of  patent  rights ;  or 
"  (2)   a  royalty,  fee,  or  purchase  price  : 

"(A)  in  any  amount,  however  paid  or  measured,  provided  th.it  any  amount 
paid  after  the  expiration  of  a  patent  is  based  solely  ui)on  activities  prior  to 
such  expiration ; 

"(B)  not  mea.sured  by  the  subject  matter  of  the  patent  or  by  extent 
of  use  by  the  other  party  of  the  rights  assigned,  licen.sed,  or  waived  ; 

"(C)  not  computed  in  a  manner  that  segregaies  the  charge  for  any  par- 
ticular patent,  or  for  any  particular  claim  or  claims  of  one  or  more  patents ; 
or 

"(D)  differing  frrmi  that  provided  in  some  other  arrangement.'" 
The  proposals  of  the  Tuesday-2  Group  would  simplify  this  list  I)y  omitting 
"however  paid  or  measured"  from  item  (A)  and  by  deleting  item  (P.).  It  is 
of  significant  interest  that  the  resulting  shortened  list  would  be  identical  with 
the  form  of  Section  271(g)  projwsed  by  Profe.ssor  Turner.  excei>t  that  his  li.st 
would  omit  item  (A). 

While  it  is  not  my  intention  to  discuss  sixn-ific  language  in  this  statement, 
it  would  seem  from  the  preceding  paragraph  that  there  is  already  substantial 
agreement  between  both  jn-oiMUients  and  opponents  of  the  Scott  Amendments 
as  to  some  specific  licensing  practices  which  should  be  declared  by  statute  to  l>e 
not  per  se  illegal.  Therefore  since  agreement  in  principle  has  been  reaclu'd,  only 
details  of  language  remain  to  be  .settled. 

The  arguments  in  opposition  to  subsection  (g)  by  Mr.  McLaren  in  large 
measure  condense  to  the  propo.sition  that  it  is  unneces.^ary.  Once  again,  in 
view  of  the  often  expressed  determination  of  the  Antitrust  Division  to  effect 
progressive  restriction  of  licensing  practices  by  the  case-by-case  method,  we 
think  it  important  for  Congress  to  establish  statutory  .guidelines  which  would 
limit  the  effect  of  that  method  to  each  specific  case  involved. 

SCOTT  AMENDMENT  23 

Amendment  23  is  directed  to  Section  301  of  S.  643.  which  is  the  section 
directed  to  prevention  of  preemption  by  the  patent  laws  of  rights  which  are 
enforceable  today  only  Ijy  private  contract,  or  otherwise  recogni/-e<l  under  state 
or  other  federal  "laws."  In  the  following  copy,  the  language  d»'leted  from  Section 
301  is  in  brackets  and  the  language  not  present  in  Section  301  is  in  italic: 

"This  title  shall  not  be  construed  to  preempt,  or  otherwise  affect  in  any  [way. 
contractual  or  other]  manner,  rights  or  obligations  not  [in  the  nature  of  patent 
rights,  imposed  by  State  or  Federal  law  on  particular  p:irties  witli  regard  to 
invention  or  discoveries,  whether  or  not  subject  to  this  title.]  cipn  s.^^lj/  arixini/ 
hil  fipcnition  of  thii<  title  irJicthcr  ari!<i)i(/  hi/  oitrration  of  st(it<  or  Frdcnil  Inir 
of  contr(ictf<.  of  cwifidcntial  or  proprietary  i^iformution,  of  tnnlc  scrrrts.  of  uiiftiir 
competition,  or  of  other  nature." 

The  intent  of  Amendment  23  is  limited  to  clarification  of  Se<tion  IMH.  since 
both  ver.sions  involve  a  common  principle  and  have  in  common  the  basic  puriM)s«> 
of  codifying  the  propriety  of  license  agreement  for  trade  secrets,  technical  know- 
how,  and  the  like.  Typical  examples  of  such  arrangements  include  : 

(a)  Company  A,  which  has  a  secret  manufacturing  proces-s,  agrees  to 
disclo.se  that  process  to  Company  B  in  return  for  a  commitment  by  Company 
B  to  pay  royalties  for  the  use  of  the  process  in  its  own  manufacturing 
operations. 

(&)  Company  C,  a  builder  of  machines  for  performing  a  manufacturing 
process,  agrees  to  deliver  a  complete  set  of  the  engineering  drawings  for  one 
or  a  line  of  its  machines  to  Company  D,  another  machine  builder,  in  return 
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for  a  down  payment  and  royalties  for  the  use  of  those  drawings  in  the 
construction  and  sale  of  similar  machines. 

(c)   E.  F.,  an  individual,  invents  a  product  and  applies  for  patent  thereon  ; 

while  his  patent  application  is  pending  and  therefore  secret,  he  agrees  to 

disclose  his  invention  and  patent  application  to  Company  G,  a  manufacturer 

of  similar  products,  in  return  for  a   commitment  by  Company  G  to  pay 

royalties  based  on  the  number  of  products  embodying  the  invention  which 

it  manufactm-es  and  sells. 

It  is  not  material  whether  the  agreement  is  exclusive  or  aon-exclusive  in  any 

of  these  examples,  but  let  us  assume  that  it  is  designated  "exclusive"  in  each 

ease.  All  this  means  is  that  it  would  be  a  breach  of  contract  if  any  of  the 

licensors  should  make  a  similar  agreement  wiLh  a  third  party  with  respect  to 

any  part  of  the  same  subject  matter,  or  if  the  licensor  should  disclose  that 

subject  matter  to  a  third  party  to  use  it  in  competition  with  the  licensee. 

The  point  just  noted  is  most  important  because  it  fully  disposes  of  the 
fallacious  argument  of  opponents  of  Amendment  23  that  an  exclusive  know-how 
license  has  any  of  the  attributes  of  an  exclusive  patent  license.  The  only  party 
excluded  from  anything  under  an  exclusive  know-how  license  is  the  licensor,  and 
the  only  thing  he  is  excluded  from  is  offering  the  same  subject  matter  to  a 
third  party. 

There  is  no  way  in  which  an  exclusive  know-how  license  can  prevent  full 
use  of  its  subject  matter  by  a  third  party  who  acquires  knowledge  of  that 
subject  matter  from  a  source  other  than  the  licensor,  even  if  it  is  by  direct 
copying  or  reverse  engineering.  In  fact,  there  is  no  way  by  which  such  an  agree- 
ment could  prevent  use  of  its  subject  matter  by  a  third  party  who  acquired  the 
necessary  information  from  the  licensor  in  good  faith  and  without  knowledge 
of  the  prior  agreement ;  the  licensee's  only  remedy  would  be  to  seek  damages 
from  the  licensor  for  breach  of  contract. 

The  facts  outlined  above  are  so  clear  that  we  can  find  no  explanation  for  those 
who  opi>ose  Amendment  23  as  tending  to  establish  private  monopolies.  Perhaps 
they  simply  do  not  understand  the  issues  involved,  because  regardless  of  the 
forceful  statement  of  that  argument,  it  is  totally  lacking  in  factual  hasis. 

Amendment  23  and  Section  301  have  been  drafted  with  the  specific  purpose 
of  legislative  clarification  of  a  .situation  which  has  developed  as  the  result  of 
a  series  of  court  decisions. 

Contrary  to  the  arguments  of  opposing  witnesses,  it  is  not  the  purpose  of  this 
legislation  to  overrule  any  case.  Indeed,  both  Mr.  McLaren  and  Mr.  Ward  of 
F.T.C.  testified  that  it  would  not  overrule  any  case.  Rather,  the  specific  objectives 
of  this  legislation  are  : 

(a)   To  limit  Scars  and  Compco  to  the  factual  issues  actually  decided; 
{b)   To  limit  extension  of  Lear  beyond  the  issues  actually  decided. 
(c)   To  prevent  repetition  of  judicial  aberrations  like  the  District  Court 
decision  in  Painton  v.  Bourns,  supra. 
It  would  appear  helpful  at  this  point  to  review  these  cases  briefl.v  in  historical 
order,  starting  with  Scars,  Roebitck  tt-  Co.  v.  Stiff  el,  376  U.S.  225,  140  LISPQ  524, 
and  Compco  v.  Day-Brite  UgliUng,  376  U.S.  234.  140  USPQ  528,  both  decided 
March  9, 1964. 

The  issue  was  essentially  the  same  in  both  of  Sears  and  Compco  eases,  namely, 
whether  a  State's  unfair  competition  law  could,  consistently  with  the  federal 
patent  law,  impo.se  liability  for,  or  prohibit  the  copying  of.  an  article  which  is 
protected  by  neither  a  federal  patent  nor  a  copyright.  In  one  case,  the  article  was 
a  pole-type  lamp,  and  in  the  other,  it  was  a  fluorescent  lighting  fixture.  In  both 
cases,  the  articles  in  question  were  the  subject  of  de.sign  and/or  mechanical 
patents  which  were  held  invalid.  The  Supreme  Court  held  in  each  case  that  in 
the  absence  f)f  "palming  off"  of  the  articles.  State  law  could  give  no  protection 
either  supplementing  or  in  conflict  with  the  protection  of  a  federal  patent  or 
copyright. 

We  agree  with  other  witnesses  that  the  decisions  in  Scars  and  Compco  were 
correct  in  result  on  the  facts  before  the  Court.  Our  concern  is  with  the  expansion 
of  the  rationale  of  Sears  and  Compco  to  other  facts,  and  particularly  with  ex- 
pansion to  the  extent  of  misinterpreting  Sears  and  Compco  as  supporting  pre- 
emption by  die  patent  law  of  issues  properly  subject  to  other  federal  or  state  laws 
such  as  tr.'uli'mark,  copyright  and  unfair  competition. 

If  Section  301  or  Amendment  23  had  been  in  the  law  prior  to  Sears  and  Cotnpco. 
the  results  in  those  cases  should  have  been  no  different.  Indeed,  to  the  extent, 
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if  any,  that  Section  301  or  Amendment  23  might  apply  to  factual  situations 
comparable  to  those  in  Scars  and  Compco,  they  are  directly  in  accord  with  the 
statement  in  .Shears  that  "Doubtless  a  State  may,  in  appropriate  circumxtiinces. 
require  that  goods,  \Yhether  patented  or  unpatented,  be  labeled  or  that  other 
precautionary  steps  be  taken  to  prevent  customers  from  being  misled  as  to  the 
source  .  .  ."  This  should  dispose  completely  of  any  argument  that  Amendment 
23  is  unconstitutional. 

Neither  the  Constitution,  nor  Title  3.">,  has  any  legislative  history  to  sugge.st 
a  grant  therein  of  a  right  affirmatively  to  do  anything  for  the  right  affirmatively 
to  do  was  then  and  now  is  common  law  right  subject  to  many  exceptions  founded 
each  upon  its  own  socio-economic  premises.  The  Constitutional  patent  clause, 
and  Title  35,  have  always  been  concerned  only  with  one  single  exception  of  the 
right  to  do — that  without  the  inventor-patentee's  consent,  a  party  for  a  limited 
time  may  not  make,  use  or  sell  his  patented  invention. 

Surely  it  is  clear  that  there  can  lie  no  constitutional  patent-clause  i>re-emption 
of  other  law.  granting  rights  to  preclude  others,  which  forces  Congress's  expres- 
sion of  patent  law  to  do  things  not  recited  in  the  statute.  And  that  is  all  Amend- 
ment 23  purports  to  do — to  keep  the  patent  limited  to  patent  rights  of  exclusion, 
and  not  permit  it  by  inadvertent  "construction"  to  i)reclude  other  rights  of  ex- 
clusion .siich  as  copyrights,  trademark  right.s,  and  unfair  comi)etition  rights  to 
prevent  palming  oH. 

The  relation  of  Lear  to  Amendment  23  does  not  concern  the  issue  of  licensee 
estoppel  already  discusetl  but  is  limited  to  the  question  of  the  propriety  of  the 
licensing  of  a  pending  patent  application.  The  majority  opinirm  in  Lrnr  re- 
manded the  case  to  the  District  Court  for  consideration  of  that  question,  and 
since  the  case  was  subsequently  settled  without  further  court  action,  the  status 
of  this  question  under  California  law  remains  open. 

We  are  more  concerned  here  with  the  concurring  dissent  of  three  judges  writ- 
ten by  Mr.  Justice  Black.  It  objected  to  the  remand,  on  the  basis  that  under 
Sears  and  Compco,  the  Supreme  Court  should  have  retained  the  case  for  the 
purpose  of  outlawing  the  propriety  of  license  agreements  under  pending  patent 
applications. 

Following  the  lead  of  the  concurring  dissent  in  Lear,  the  District  Court  in 
Painton  v.  Bourns,  309  F.S.  271.  went  so  far  astray  as  to  hold  it  contrary  to 
national  patent  law  and  policy  to  enforce  an  agreement  whereby  a  trade  secret 
licensee  would  pay  royalties  on  models  for  which  no  patent  application  had  been 
made.  It  was  the  resulting  potential  havoc,  which  would  have  foUowtfl  the  in- 
validation of  all  licenses  involving  either  trade  secrets  or  patent  application.s. 
which  has  .spurred  on  the  effort  for  inclusion  of  Section  301  or  Amendment  23 
in  S.  G43. 

The  District  Court  dec-ision  in  Painton  was  roundly  reversed  by  the  Second 
Circuit  Court  of  Appeals.  ( 1G9  CSPQ  .")2S)  The  dtn-ision  written  by  .Judge  Friendly 
demonstrates  complete  understanding  of  the  principles  involved  in  the  licensing 
or  sale  of  know-how  and  the  differences  between  such  agreements  and  patent 
licenses.  It  also  noted  the  importance  to  the  national  economy,  and  corresixjnd- 
ingly  to  the  public,  of  the  extent  to  which  such  agreements  result  in  payments 
by  foreign  licensees  to  domestic  licensors  : 

"A  particular  irony  of  the  district  court's  decision  is  that  among  the  chief 
beneticiaries  of  a  rule  designed  to  i)ron)ote  American  patent  applications  would 
be  foi"eign  companies  that  have  chetTfully  made  the  same  tyix^  of  agreements  for 
the  use  of  tra<le  secrets  as  Painton  did.  .  .  .  the  lo.ss  of  foreign  dollar  iwiyniont^ 
might  run  as  high  as  .$1  billion  annually ;  certainly  it  would  be  very  large." 

The  majority  of  those  opposing  Amendment  23,  and  who  similarly  oppose  Sec- 
tion 301,  do  so  on  the  basis  that  it  is  not  needed.  Their  argument  is  e'<sentially 
that  since  the  clearly  erroneous  district  couurt  decision  in  Painton  has  now  been 
reversed  by  the  Court  of  Appeals,  there  is  no  reason  to  fear  a  similarly  erroneous 
decision  by  another  court. 

This  argument  overlooks  too  many  realities  of  history.  As  is  noted  in  my  oral 
testimony,  a  similar  question  has  already  reached  the  Seventh  Circuit  of  Appeals 
in  Bailey  v.  Logan  Square,  169  USPQ  322,  but  there  remain  nine  circuits  in  which 
this  issue  has  not  been  adjudicated. 

The  arguments  of  the  opponents  of  this  legislation  sound  particularly  hollow 
when  considered  in  the  light  of  the  above  di.scussion  of  Mr.  McLaren's  exppressed 
belief  as  to  what  the  courts  would  not  to  by  way  of  extension  of  Lear.  It  is  sig- 
nificant that  although  so  eminent  an  authoirty  as  Professor  Turner  testilied  that 
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he  considered  the  dissenting  portion  of  Justice  Black's  opinion  to  liave  been 
wrong,  that  opinion  was  enough  to  lead  the  district  court  wholly  astray  in  Pain- 
ton.  Industry  has  no  assurance  that  such  judicial  aberrations  will  not  continue, 
and  the  chances  will  obviously  be  greater  if  Congress  rejects  the  opportunity 
to  establish  statutory  guidelines  for  preventing  such  mischief. 

THE  FORTY  LAW  PROFESSORS 

The  letter  to  the  Chairman  dated  May  7,  1971  and  signed  by  forty  profesors 
of  law  has  come  to  my  attention  as  the  result  of  its  publication  in  512  ATRR.  It 
is  of  significant  interest  that  only  one  of  the  forty,  Martin  J.  Adelman,  appears 
to  have  had  any  experience  in  patent  law,  as  noted  further  below,  which  raises 
corresponding  questions  with  respect  to  their  qualifications  as  experts,  or  even 
as  commentators,  on  the  pragmatics  of  patent  licensing. 

As  to  Mr.  Adelman,  he  testified  individually  as  a  witness  on  May  12,  1971,  and 
his  testimony  as  an  individual  is  diametrically  opposed  in  a  number  of  respects 
to  the  letter  which  he  signed.  For  example,  the  letter  asks  rejection  of  the  Scott 
Amendments,  but  Mr.  Adelman  specifically  endorsed  principles  of  subsections 
261(b)  (2),  261(e),  261(f),  271(g)  (2)  (C)  and  271(g)  (2)  (D),  as  well  as 
Amendment  23.  We  i-ecognize  that  in  his  testimony,  he  raised  objections  of  lan- 
guage and  the  resulting  scope  of  the  present  form  of  the  Scott  Amendments,  but 
his  agreement  in  principle  with  the  bulk  of  them  is  in  sharp  contrast  with  the 
sweeping  opi>osition  of  the  group  statement  which  he  also  signed. 

As  to  the  group  statement  itself,  like  much  of  the  other  opposition  to  the  Scott 
Amendments,  it  is  based  primarily  on  straw  men  and  other  premises  have  no 
foundation  in  fact.  Perhaps  its  outstanding  characteristic  is  that  it  wholly  ignores 
the  rule  of  reason  which  is  the  main  objective  of  the  Scott  Amendments,  probably 
because  the  forty  professors  had  no  answer  to  this  principle  and  therefore  had 
no  choice  but  to  ignore  it. 

A  prime  straw  man  is  the  professors'  definition  of  the  "main  argument  made 
in  favor  of  the  amendments".  Contrary  to  their  statement,  "abating  antitrust  safe- 
guards" is  not  the  objective  of  the  proponents  of  the  Amendments,  nor  would  that 
lie  a  result  of  the  Amendments.  "What  we  seek  is  simply  a  statutory  guideline 
which  wil  permit  parties  to  negotiate  license  terms  with  the  knowledge  that  the 
reasonableness  of  those  terms,  and  hence  their  legality,  will  be  subject  to  judg- 
ment only  in  the  light  of  all  the  facts  of  their  particular  case. 

What  we  do  seek  to  prevent,  through  enactment  of  the  principles  of  the  Scott 
Amendments,  is  the  situation  in  which  parties  who  have  negotiated  in  good  faith 
license  terms  which  they  had  every  ground  for  believing  to  be  reasonable  and 
legal,  then  find  later  that  their  agreement  is  held  unlawful  because  in  a  different 
case,  based  on  different  facts,  some  court,  possibly  guided  by  the  Antitrust  Divi- 
sion, has  rendered  a  sweeping  decision  condemning  an  entire  class  of  license 
terms.  We  very  much  fear  that  it  is  the  latter  condition  which  the  professors 
.seek,  since  it  is  so  conducive  to  the  "judicial  legislation"  which  they  and  the 
Antitrust  Division  have  found  to  be  so  much  easier  to  achieve. 

The  points  just  discussed  establish  the  totally  fallacious  nature  of  the  special 
objection  of  the  professors  to  the  Scott  Amendments  on  the  ground  that  they 
would  halt  case-by-case  development  of  the  law  of  patent  licensing  and  antitrust 
lX)licy. 

Granted  that  the  Amendment  would  halt  the  "judicial  legislation"  type  of  case- 
by-case  development,  the  particular  provisions  of  any  agreement  would  still  be 
subject  to  judicial  review.  Indeed,  Professor  Stedman  took  just  the  opposite  tack 
and  complained  that  'i)ossibly  decades"  of  legi.slation  might  be  required  "to 
straighten  out"  the  results  of  the  Scott  Amendments. 

The  letter  further  charges  that  Amendment  24  would  change  the  present  law 
in  four  distinct  areas  and  would  "overturn  a  number  of  .  .  .  decisions"  subsequent 
to  General  Electric.  It  is  impossible  to  reconcile  this  argument  with  the  frank 
admissions  of  Messrs.  McLaren  and  Ward  that  they  knew  of  no  case  and  no  per  se 
rule  which  would  be  overturned  by  the  Scott  Amendments. 

All  of  the  discussion  of  the  "four  distinct  areas"  in  which  the  professors 
charge  that  the  law  would  be  changed  ignores  the  basic  fact  that  the  only  result 
of  the  Scott  Amendments  would  be  to  establish  per  se  non-illegality  in  the 
four  areas  in  question  and  to  leave  the  determination  of  legality  or  illegality  in 
each  case  to  the  reasonableness  of  the  particular  case.  Viewed  in  the  light  of  this 
fact  which  is  so  totally  ignored,  the  arguments  fall  of  their  own  weight. 

At  the  risk  of  appearing  repetitive,  it  still  seems  important  to  state  categori- 
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ciilly  tliat,  contrary  to  the  contentions  of  the  professors,  tlie  Scott  AMii'mliiicnts 
would  not  i)er  se  legalize  any  price  wliicli  is  presently  illeual,  nor  exempt  any 
practice  from  adjudication  as  unreasonable  in  a  particular  case  where  the  totiil 
circumstjuices  justify  a  conchision  of  misuse  or  illeual  extension  of  patent  riuhts. 

The  siiifile  i»ara;iraph  of  the  professors'  letter  directed  to  Amendiin-nl  S-i 
seems  to  reach  no  conclusions  which  would  he  in  coiiiljci  with  our  j>osiiion  out- 
lined in  detail  above.  In  fact,  to  the  extent  that  it  is  delinite,  it  aiipears  to  support 
Amendment  23. 

Finally  as  to  the  recommendation  by  the  profes.sors  of  the  le>jislation  jiroposed 
by  the  Xeal  Committee,  one-third  of  wliose  members  are  included  anions  tiie  forty 
professors,  I  can  hardly  improve  on  the  iomments  in  the  sei)arate  statement  of 
another  of  its  mendters  : 

"Procrustean  is  the  most  l)olite  adjective  I  can  find  for  the  bulk  of  the  Task 
Force  report  and  recommendation.  Me<-hanistic  tests  nuiy  be  easy  for  enf  irce- 
ment  aseucies  and  courts  to  ai)ply,  bur  that  is  a  feeble  reason  for  abaiidouiM;; 
the  recjuirement  of  proof  of  actual  or  probable  adverse  ccmjitetitive  effects  in  con- 
crete uuirket  situations  as  a  predicate  to  remedies  as  drastic  as . . .  compulsory 
patent  licensing. 

"The  Task  Force  has  done  no  case  .«>tudies  on  . . .  patent  licensiuR,  yet  the  re- 
port speaks  as  if  there  were  a  solid  body  of  evidence  in  suppr)rt  of  each  of  if.s 
re<-ommendations.  .  . 

"The  draft  statute  would  require  of  every  patent  license  either  (a)  thai  tlie 
licensor  be  bis  enough  so  that  it  need  not  license  anyone,  (h)  that  the  licensor 
sell  the  patent  to  someone  who  is  bis  enough,  or  (c)  that  the  licensor  11  ense 
everyone.  Such  tampering  with  corporate  decision-makins  reipures  proof  I  have 
not  seen." 

Taken  as  a  whole,  the  professors'  letter  makes  it  clear  that  it  is  not  the  pro- 
ponents of  the  Scott  Amendments  who  seek  to  change  or  roll  back  the  law.  (Juite 
to  the  contrary,  it  is  this  linjited  group  which  advocates  change,  to  a  Procrustean 
standard  under  which  academic  theor.v  is  substituted  for  reason  aiul  business 
judgment  is  considered  anathema.  Their  position  is  in  sharj)  contrast  with  the 
testinion.v  of  Professor  Weston,  who  dtH-lined  to  join  the  i)rf>fessorial  group  aiul 
so  fully  deniolished  their  arguments  by  simple  aiiplic.-itioii  of  fa(-ts  and  reason, 
and  Professor  Oppenheim's  pajx'r  "The  I'atent-Antitrust  Spectrum  of  Patent 
and  Know-How  License  Limitations:  Accommodation V  Conflict?  or  Antitrust 
Supremacy?"  in  IDEA,  Vol.  lo,  Xo.  1. 

SEC.    6    OF   S.    C43 

Such  opiKJsition  as  has  been  offered  to  this  Section  has  not  gone  lK>yond  the  fact 
that  it  starts  by  striking  Section  30.S  from  the  Clean  Air  Amendments  A<t  of 
1970.  It  seems  to  have  wholly  overlooked  the  substituted  provision  : 

"If  the  Administrator  determines  that  the  implementation  of  the  purposes  and 
intent  of  this  Act  is  being  significantly  retarde<l  by  any  section  of  title  .3r»  of  the 
United  States  Code  he  shall,  after  consultation  with  the  l)ei)artment  of  Com- 
merce, recommend  to  the  Congress  such  modification  of  title  3.",  as  may  be 
necessary." 

The  effect  of  this  Section  as  a  whole  is  therefore  to  establish  the  luinciple  tliat 
the  Congress  .should  decide,  on  the  total  <-ircumsi;in<-es  of  each  special  case,  tlie 
need  for  compulsory  licensing  of  iirivately  develojied  patents  in  the  implementa- 
tion of  the  purposes  and  intent  of  the  Clean  Air  Act. 

Most  of  the  opposition  to  Section  G  is  based  on  what  can  be  termed  the  "statu- 
tory windfall".  This  theory  presupiM)ses  a  situation  in  which  the  jiurixises  and 
intent  of  the  Act  can  be  achieved  onl.v  by  means  of  one  iiarticul.ar,  patenfed. 
suj>er-invention.  would  therefore  becomes  indisi>ensable  by  statute.  This,  sjiy 
the  opponents,  would  lead  to  such  fantastic  wealth  for  the  owner  that  he  should 
be  for<'ed  to  share  it  with  his  less  inventive  competitors. 

Even  apart  from  its  confiscatory  nature,  this  theory  is  so  fidl  of  we.-ikiu^ses 
that  it  offers  a  multitude  of  starting  points  from  which  to  demolish  it.  As  a  basic 
question,  if  we  assume  a  condition  of  multiple  comi>etitors.  what  is  the  incentive 
for  one  of  them  to  devote  the  effort  and  expense  re<iuire(l  for  the  K&  I>  needed 
to  make  the  sui)er-invention V  The  greater  his  success,  the  greater  is  the  jtroha- 
bllity  that  he  will  be  forced  to  share  it  with  his  less  successful  competitors,  even 
if  they  are  drones. 

Additionally,  since  the  statutory  windfall  theor.v  also  assumes  such  success  for 
the  super-invention  that  it  is  accepted  as  the  statutory  standard,  the  corollary  is 
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th;it  further  R&D  ceases.  Can  any  of  the  theoreticians  who  oppose  Section  6 
guarantee  that  stagnation  will  not  result? 

On  the  other  side  of  the  argument  is  the  fact,  which  history  has  so  often  es- 
tablished, that  in  any  industry  which  has  only  one  leader  in  R  &  D  and  a  group 
of  followers,  progress  is  only  as  fast  as  the  ibusiness  of  the  leader  seems  to  need, 
while  the  followers  complete  for  the  crumbs  which  fall  from  the  leader's  table. 
In  ciiutrast,  an  industry  in  which  there  is  active  competition  in  R&  D,  supported 
by  strong  patent  policies,  will  advance  by  the  leapfrogging  which  results  as  each 
conit)etitor  develops  an  invention  providing  a  sales  advantage  over  the  others, 
and  as  compared  with  the  foUow-the-leader  condition  where  the  leader  is  not 
under  competitive  pressures.  We  therefore  think  it  especially  important,  in  a  field 
of  such  vital  public  interest,  to  retain  the  maximum  incentives  for  competitive 
R  &  I  >. 

It  is  also  pertinent  that  even  in  spite  of  the  weaknesses  of  the  statutory  wind- 
fall theoi-y.  it  w^ould  still  bo  provided  for  under  Section  6,  when  and  if  needed,  by 
fntui'o  Congressional  action  in  the  light  of  all  facts  of  the  super-invention  if  it 
should  ever  be  made,  and  the  recommendation  of  tiie  Administrator.  We  submit 
that  this  is  the  propter  principle,  and  we  therefore  fully  saippoi't  Section  6. 

OTHEK    COMMENTS    ON    S.    64;; 

Aj)proximately  one-third  of  the  statement  of  Assistant  Attorney  General  Mc- 
Laren was  devoted  to  portions  of  S.  643  other  than  the  Scott  Amendments  and 
Secti  )n  (J.  I  commented  on  one  of  his  points  in  my  oral  testimony,  and  some  of 
the  remainder  were  anticipated  and  fully  answered  in  the  letter  from  the  De- 
partment of  Commerce  to  Senator  Eastland.  There  are  still  a  few  points  raised 
by  Mr.  McLaren,  however,  on  which  our  views  might  be  helpful  to  the  Sub- 
comnuttee. 

As  a  basic  proposition,  we  share  the  concern  and  desire  of  the  Department  of 
Justice  for  a  strong  patent  system  and  for  guidance  against  fraud  on  the  Patent 
Office.  On  this  point,  the  Board  of  Managers  of  the  American  Patent  Law  Asso- 
ciation h;is  already  adopted  for  its  memibership  the  Code  of  Professional  Respon- 
sibiliry  of  the  American  Bar  Association. 

The  discussion  of  Sections  102  and  103  in  the  statement  of  Mr.  McLaren  shows 
a  surprising  lack  of  understanding  of  basic  essentials  of  the  areas  intended  to 
be  covered  by  those  Sections.  For  example,  the  objection  to  the  requirement  of 
identical  disclosure  in  S^otion  102(d)  indicates  a  failure  to  understand  that  it 
is  only  in  the  absence  of  a  condition  of  identical  disclosure  under  Section  102 
that  a  question  of  obviousness  can  arise  under  Section  103.  Further,  the  identical 
disclosure  requirement  of  new  Section  102  is  simply  transposed  from  the  present 
form  of  35  U.S.C.  103. 

As  to  Mr.  McLaren's  comments  on  Section  103,  we  agree  with  the  Department 
of  Commerce  that  the  changes  from  the  present  statute  accomplish  substantial 
clariflcation  as  well  as  simplification  of  the  definition  and  application  of  the  test 
of  obviousness.  The  present  language  "would  have  been  obvious"  immediately 
calls  for  qualification  in  terms  of  "under  what  conditions."  "Should  have  been 
obvious"  would  perhaps  have  been  some  improvement,  but  we  think  that  "was 
obvious"  is  best. 

As  to  the  objection  to  the  additional  language  at  the  end  of  Section  103,  surely 
the  Department  of  Justice  is  aware  of  the  wide  disparity  with  which  the  courts 
apply  the  test  of  obviousness  to  different  tyi>es  or  classes  of  invention,  in  the  mis- 
taken belief  that  some  classes  of  invention  require  a  higher  degree  of  nou-ob- 
vi<»usness  than  others  in  order  to  be  patentable. 

The  amplification  of  Section  103  is  important  as  a  long  step  toward  eliminating 
th<>  variations  in  the  standard  of  patentability  which  exist  among  the  judicial 
circuits.  We  think  that  it  should  prove  of  substantial  benefit  to  the  objective 
of  the  establishment  of  a  reasonaI)ly  uniform  standard  of  patentability. 

As  to  the  objection  to  specific  inclusion  of  utility  in  research  in  Section  100(g), 
it  is  at  best  unrealistic.  If  the  basis  for  claiming  patentability  is  disclo.sed  by 
the  applicant  only  in  terms  of  utility  "in  unspecified  i-esearch,"  the  application 
would  be  rejected  imder  Section  112(a).  Nor  is  there  any  merit  in  the  argu- 
ment that  a  patent  on  a  product  having  utility  in  research  "would  permit  blocking 
further  research  in  the  area  of  the  monopoly  .  .  ."  Even  if  use  of  the  patented 
product  in  further  research  could  constitute  patent  infringement,  it  is  difficult  to 
imagine  in  patentee  who  would  seek,  or  for  whom  it  would  be  worthwhile,  to 
foreclose  such  small-scale  activity,  or  the  court  which  would  countenance  it. 
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The  added  requirement  of  "clear  and  convincing  evidence"  in  Section  2n2  liaH 
an  ol).iective  essentially  the  same  as  that  of  Section  103,  namely  to  cstahlish 
as  much  uniformity  as  possible  in  the  standards  applied  in  the  different  judicial 
circuits. 

As  to  Section  271(b).  the  requirement  that  it  be  limited  to  proces.-jcs  '•which 
cannot  be  patented  in  the  foreij<u  country  of  origin"  would  put  a  whuPy  unreal- 
istic burden  on  the  party  charging  infringement,  which  is  furlher  c.'mi)liciired 
by  the  fact  that  it  would  require  proof  of  a  negative.  Nor  can  wo  -see  any  ecpiity 
in  limiting  tlie  scoi)e  of  patent  protection  in  the  United  States  by  reference  eiilier 
to  what  can  be  patented  in  the  country  of  origin  or  to  what  has  or  has  not  licen 
patented  in  that  foreign  country.  Momentary  contemplation  of  typical  f  ict 
situations  arising  under  the  Department  of  Justice's  suggestion  should  completely 
dispose  of  it. 

As  to  Section  131(e),  we  agree  that  it  is  important,  but  we  also  submit  that 
the  Department  of  Commerce  is  in  a  far  better  position  to  make  recommenda- 
tions for  regulations  which  will  be  practical  from  the  standpoint  of  the  Patent 
Office.  In  this  respect,  we  prefer  the  moditied  Section  131(c)  .suggested  in  the 
above  noted  letter  to  Senator  Eastland. 

Finally  as  to  Section  24  relating  to  the  applicability  of  the  Federal  Ru'es  of 
Civil  Procedure,  the  Department  of  .Justice  is  apparently  not  aware  of  the  com- 
plexities which  can  develoi)  in  interference  practice.  The  Commissioner  of  Patents 
is  in  a  vastly  better  position  to  judge  what  is  fair  and  practicable.  We  str<  ngly 
favor  the  retention  by  the  Commissioner  of  control  over  discovery  in  contested 
cases  in  the  Patent  Office. 


AMERICA!^  Patent  Law  Association  Report  of  Ad  PIoc  Committee  ox  Cost  of 
Patent  Office  Functions  to  Fees  Collected 

Pursuant  to  request  of  the  President  and  memorandum  from  the  Executive 
Director,  dated  May  19,  1971.  the  committee  has  made  a  study  of  Patent  Office 
operations  from  the  standpoint  of  the  relation  of  the  various  functions  of  that 
operation,  the  beneficiaries  thereof,  the  relative  amount  of  the  costs  which  should 
be  charged  against  each  and  the  amount  of  recovery  of  such  c<^sts  by  w;iy  of 
fees  charged.  In  this  study  the  committee  has  had  the  benefit  of  an  extensive 
study  and  report  made  by  a  committee  of  the  National  Council  of  I'atent  Law 
Associations  under  the  chairmanship  of  Donald  R.  Dunner  in  19t;9  and  additional 
statistics  and  estimates  obtained  from  the  I'atent  Oflice  through  courtesy  of 
Assistant  Commissioner  R.  D.  Tegtmeyer. 

The  committee  feels  that  the  time  is  long  past  to  question  the  philosoj  by  as 
to  whether  fees  charged  by  the  Patent  Office  should  recover  any  significant  por- 
tion of  the  costs  of  tile  operation  and  that  the  practical  approach  to  the  problem 
is  to  make  as  factual  an  appraisal  as  possible  of  the  beneficiaries  of  the  vaiious 
phases  of  the  operation  and  attempt  to  reach  an  equitable  and  reason.able  ••on- 
clusion  as  to  the  portions  of  costs  to  be  recovered  by  fees  charges  in  an  optinsum 
situation.  In  seeking  a  solution  along  these  lines  the  committee  has  attempted  to 
classify  the  various  services  and  functions  and  to  identify  the  benefici  iries 
thereof  as  between  the  applicants  for  patents,  and  trademark  registrations,  the 
public  and  the  users  of  services. 

1.  A  first  and  primary  function  of  the  Patent  OflUce  is  the  examination  and 
grant  of  patent.s,  called  the  Patent  Examining  Operation,  which  includes  the 
various  examining  Groups,  the  Board  of  Appeals,  Board  of  Patent  Interferences. 
Application  and  Issue  Branches  and  other  support  functions. 

Since  the  examination  .system,  as  distinguished  from  a  registration  system 
benefits  the  public  by  preventing  the  improvident  issue  of  patents  on  known 
things  in  the  public  domain  or  things  which  would  be  obvious  under  our  law. 
and  the  cost  of  operation  of  an  examination  system,  above  the  formal  review 
which  otherwise  would  be  required  to  issue  a  patent,  is  no  real  benefit  to  tlie 
inventor,  the  Committee  believes  that  a  fair  and  equitable  division  of  cost<  of 
examination  would  be  that  the  public  and  applicants  share  the  same  equally. 

This  ^-iew  is  c(msistent  with  the  views  of  the  Senate  Committed'  at  the  time 
of  institution  of  the  examination  system  in  1S3(;  as  evidenced  by  the  following 
l)assages  from  Report  of  the  Investigation  of  the  United  States  Patent  Office  m  ide 
by  the  President's  Commis.sion  on  Economy  and  Efficiency,  December.  1;<12. 
Appendix  A,  pages  223 — 225 : 
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"A  senate  coiumittee  was  appointed  which  reported  with  a  hill  on  April  28, 
1S3G.  Senator  Ruggle.s  made  the  report  and  in  it  he  points  out  specifically  where 
the  law  of  1793  was  at  fault.  According  to  the  practical  construction  given  the 
act,  the  Secretary  of  State  had  no  power  to  refuse  a  patent  for  want  of  either 
novelty  or  usefulness.  The  only  question  which  he  could  raise  was  in  regard  to 
compliance  with  the  prescribed  terms  and  forms.  The  term  'useful'  was  inter- 
preted as  'not  harmful'.  The  result  of  this  policy  of  indiscriminate  grant  brought 
a  train  of  evils  which  had  grown  steadily  in  number  and  intricacy  until  Congress 
was  compelled  to  act.  Hitherto  its  attitude  toward  patents  had  been  that  the 
subject  was  not  of  sufficient  importance  to  demand  legislation.  Through  Senator 
Ruggle's  insistence,  he  forced  it  to  see  that  a  great  portion  of  the  patents  Issued 
are  worthless,  conflicting  or  infringing  on  the  rights  of  others,  or  iipon  public 
rights  not  subject  to  patent  privileges ;  that  this  flood  of  monopolies  embarrassed 
the  real  patentee  and  the  public  as  well  with  its  inclusion  of  methods  or  articles 
in  general  use ;  that  the  startling  accumulation  of  cases  in  the  courts  was  onerous 
to  the  judiciary,  ruinous  to  the  patentee,  and  injurious  to  society  ;  that  the  sys- 
tem was  an  open  door  to  fraud  and  extortion  .... 

"To  the  minds  of  ithose  who  framed  the  new  bill  the  prime  requisites  for  the 
efficient  working  of  the  patent  system  were  proper  examination  and  investiga- 
tion in  the  first  decision." 

2.  A  second  function  of  the  Patent  Office  is  maintenance  of  search  files,  includ- 
ing the  Scientific  Library,  Search  Room,  Documentation  Operation,  Data  Base 
Divisitm.  including  basic  printing  of  patents.^  These  are  library-like  functions 
of  benefit  to  the  general  public  and  should  be  funded  entirely  from  public  funds. 

3.  A  third  function  of  the  Patent  Office,  is  rendering  services  to  the  public, 
such  as  patent  copy  sales,  fui'nishing  copies  of  rec()rds  and  documents,  recording 
assignments,  and  di-afting  services.  These  functions  are  in  the  nature  of  business 
services  and  the  fees  charged  therefor  should  bear  a  direct  relation  to  the  costs 
and  should  afford  full  recovery. 

4.  The  fourth  function  of  the  Patent  Office  is  the  registraition  of  trademarks. 
This  operation  is  primarily  for  the  benefit  of  trade  mark  owners  and  probably 
should  be  self  sustaining. 

*****  *  * 

If  the  suggested  general  breakdown  of  Patent  Office  functions  as  well  as  the 
proposeil  rate  of  recovery  from  fees  were  adopted,  there  would  be  no  need  for 
an  increase  in  patent  fees  or  charges  at  this  time  since,  as  shown  in  Table  I, 
th  estimated  cost  of  the  Examining  Operation  for  1072  is  $34,867,000  and  the 
estimated  revenue  from  filing,  appeal  and  issue  fees  is  $21,225,000  or  61%,  well 
over  the  50%  proposed  rate  of  recovery  for  category  1. 

The  actiial  corresponding  figures  for  1070,  ithe  last  year  on  which  complete 
returns  are  available,  are  cost  of  Patent  Examining  Operation  $32,335,000  and 
receipts  from  filing,  appeal  and  issue  fees,  $18,440,000  or  57%,  also  well  over 
the  proi)osed  rate  of  recovery  for  category  1. 

('omj)lete  information  is  not  currently  available  to  this  committee  with  respect 
to  the  expected  percent  return  for  the  items  in  category  3  above,  but  if  these 
fall  l)elow  the  100%  return  suggested,  the  Commissioner  has  or  should  be  given 
autiiority  to  set  the.se  to  accomplisli  the  desired  purpose. 

If  the  suggested  general  breakdown  were  adopted,  there  would  be  a  need  for 
an  increase  in  Trademark  (category  4)  f^es  or  chai'ges  at  this  time  since, 
as  sliown  in  Table  1.  the  estimated  cost  of  the  Trademark  Examining  Operation 
for  1072  is  $2.'235,000  and  the  estimated  revenue  from  fees  is  $1,474,000,  or  66%, 
which  is  below  the  100%  proposed  rate  of  recovery  for  category  4- 

Appended  liereto  is  Table  (I)  showing  estimated  rate  of  recovery  will  present 
fees  ai)plied  against  estimated  cost  of  the  Patent  Examining  Oi>eration  and  the 
Trademark  Examining  Operation  for  1072. 

It  is  suggested  that  at  least  the  items  in  category  .'?  above  be  included  in  a 
revolving  (trust)  fund  arrangement  under  which  the  fee  income  from  this  cate- 
gory would  be  deposited  in  a  special  account  in  the  Treasury  from  which  the 
Patent  Office  could  draw  to  sui)port  the  services  offered.  Under  this  arrange- 
ment. Congi-essional  appropriations  would  not  be  required  for  these  functions 
although  Congress  would  liave  certain  control  over  the  individual  operations 
inider  the  fund. 


'  Original  printing  of  issue,  incliulinf;  library  and  exchange  copies. 
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No  other  reoomnu'iulation  is  made  with   i>'siH»ct  to  tlif  AI'LA   pusifiori  on   S. 
12r)r»  since  that  is  not  a  function  of  tliis  Ad  Hoc  Committee. 
RespectifuUy  suhmilted. 

Pail  A.    Ro.-^i..   (  Iniirnnin. 

EDWAKI)  J.   I'.IIKWKK. 
DONAI.l)  R.    Df.WF.K. 

EnwAKi)  V.  McKiK^  Jr. 
Oscar  B.  Waddkli.. 
TABLE  I 

1970    Estimate  1972 

Cost  of  patent  examining  operation.. $32,335,000  $34,867,000 

Filing,  appeal,  and  issue  fees ^ 18,440,000  21.225,000 

Rate  of  recovery  from  applicant's  fees  (percent) i _  57  61 

Cost  trademark  examining  operations 2,007,000  2.235,000 

Filing,  renewal,  appeal,  and  sec.  8  fees 1.407,000  1,523,000 

Rate  of  recovery  from  trademark  fees  (percent) 70  66 


Sonator  Birdick.  ^NFr.   B.   Jl.  Pravel,  chairiiiaii  of  tlic 
Council  of  l*ateiit  Law  Associations. 


National 


STATEMENT  OF  B.  R.  PRAVEL,  CHAIRMAN.  NATIONAL  COUNCIL  OF 
PATENT  LAW  ASSOCIATIONS 

Mr.  Pravel.  Mr.  Chairman,  Senator  Bnrdick,  I  have  submitted  a 
Avritten  statement  which  I  would  ask  to  be  printed  in  the  record.  The 
coinnuMits  wliich  I  have  now  are  somewhat  extemporaneous. 

►Senator  BuRniCK.  Without  objection,  your  full  statement  will  be 
made  a  part  of  the  recoixl  and  the  comment  is  very  much  appreciated. 

Mr.  PitAVEL.  My  name,  for  the  record,  is  B.  11.  Pravel.  I  appear  here 
as  chairman  of  the  National  Council  of  Patent  Law  Associations. 

I  i-epresent  tliose  whom  have  o-iven  me  specific  written  authorl/a- 
tion  to  appear  because  this  is  the  way  our  council  is  constituted. 

Brifely.  I  will  read  (piickly  the  names  of  those  Avhom  I  have  been 
anthorized  to  represent.  The  Patent  Law  Associations  of  Connecticut, 
JNlichioan,  Louisiana.  Cincinnati,  Kochester,  Toledo.  Houston,  central 
New  York,  eastern  Xew  York,  ^lilwaukee.  Minnesota.  San  Fran- 
cisco, Los  Anoeles,  Oreoon.  Cleveland,  also  the  i)ateiit  trademark  and 
copyrio;ht  sections  of  the  State  bai's  of  the  followino-  Stati's.  Xew 
Jersey,  Indiana,  Texas,  and  also  St.  Louis.  And  the  American  Patent 
Law  Association,  which  has  just  testified  is  also  a  member  of  this 
council  but,  of  course,  they  have  testified  and  presented  their  own 
t(>stimony  and  likewise  that  is  true  with  ri'spect  to  the  Philadelphia 
l^atent  Law  Association. 

In  private  life  I  am  in  private  practice  as  a  patent  attoiney  and  I 
have  been  for  approximately  '20  years  in  Houston. 

The  presentation  which  T  make  today  is.  of  course,  the  residt  of  my 
experience  individually  but  I  speak  pi'incipally  as  chairman  of  the 
National  Council  of  Patent  Law  Associations  in  favor  of  the  Scott 
amendments. 

Th(>  associations  that  ha\-e  iiiven  me  pei-mi.-;sion  to  testify  an-  not 
wedded  to  the  particular  lanLnuiire  which  is  presently  in  the  Scott 
amendments.  They  recQonize  that  some  lani.nia<re  chan.ixes  may  be 
appropriate.  However,  the   principles  which   are   presented   by   the 
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Scott  amendments  are  believed  to  be  sound  and  we  believe  that  this 
legislation  is  timely  and  is  necessary  for  the  patent  system. 

It  has  been  suggested  to  some  extent  that  patent  lawyers  approach 
this  type  of  patent  legislation  in  a  self-interest  or  with  a  self-interest. 
In  this  connection  I  should  point  out  that  I  believe  that  the  principal 
purpose  of  the  Scott  amendments  Avould  be  to  minimize  or  reduce 
litigation  because  of  the  certainty  that  will  be  introduced  into  the  law 
by  the  legislation.  It  seems  to  me  that  this  in  itself  is  an  indication  of 
the  lack  of  self-interest  on  the  part  of  litigating  patent  attorneys. 

Now,  as  we  see  it,  the  principal  purpose  of  the  Scott  amendments  is 
to  minimize  and  hoj^efuUy,  to  eliminate  much  of  the  uncertainty  that 
exists  today  in  the  licensing  field  with  respect  to  patents,  trademarks, 
copyrights,  not  copyrights  but  patents,  unfair  competition,  and  trade 
secrets.  The  reason  for  the  uncertainty  is  really  a  rather  recent  devel- 
opment in  terms  of  yeai'S. 

The  Lear  vs.  Atkms  case,  which  this  committee  has  heard  a  consid- 
erable amount  of  testimony  about,  is,  of  course,  a  fairly  recent  deci- 
sion in  1969  by  the  Supreme  Court.  The  antitrust  section  of  the 
Justice  Department  has  been  specifically  vocal  in  i-ecent  years  in  their 
positions  with  respect  to  patent  licensing.  All  of  these  together  have 
created  a  climate  of  uncertainty  for  those  who  are  in  the  patent 
profession  as  well  as  those  who  are  in  industry  and  who  rely  upon 
patent  licensing  for  the  value  that  they  get  out  of  patents. 

It  might  be  looked  at  this  way,  that  the  patent  is  in  effect  the  tree 
and  to  some  extent  the  licensing  is  the  fruit.  If  the  fruit  is  gradually 
taken  away  from  the  tree  the  patent  becomes  a  rather  naked  thing  in 
terms  of  value. 

It  appears  that  those  vrho  would  attack  the  patent  system  recognize 
they  cannot  destroy  it  because  of  the  constitutional  basis  for  the 
patent  system.  They  would  haA^e  to  amend  the  Constitution  to  remove 
the  patent  system  brit  by  gradually  picking  off  the  fruit  they  remove 
the  value  and  limit  the  value  of  the  patent  system. 

One  of  the  areas  that  is  of  particular  concern  today  is  the  field  of 
use  and,  of  course,  this  is  in  thQ  Scott  amendments.  Section  261 
specifically  provides  for  the  field  of  use,  field  of  use  licensing  more 
specifically. 

This  has  been  the  law  and  has  been  recognized  since  19.38  when  the 
U.S.  Supreme  Court  handed  down  the  decision  in  the  General  Talk- 
ing Picture  case  but  recent  expressions  from  the  antitrust  section  of 
the  Justice  Department  lead  us  to  believe  that  this  area  is  now  subject 
to  attack  and  that  there  will  be  test  cases  instituted  and  that  they  are 
deligently  looking  for  such  test  cases.  As  a  result  of  this  most  of  the 
patent  attorneys  and  those  in  industry  who  have  field  of  r^se  licenses 
are  either  reluctant  to  enter  into  them  or  they  just  naturally  refuse  to 
do  it  for  fear  they  will  be  brought  before  the  courts  l)y  the  Justice 
Department. 

Senator  Bl'Rdick.  Yrhat  is  the  name  of  the  case  vou  referred  to  back 
in  1938? 

Mr.  Pram^l.  That  is  the  General  TaJJdng  Picture  case. 

Senator  Burdtck.  Do  vou  know  the  citation? 

:\rr.  Pra\t<:l.  304  U.S.  175. 

Senator  Burdick.  When  was  that  decided  ? 
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:Mr.  Praa-el.  1938. 

Senator  Burdick.  Has  there  been  any  court  that  lias  varied  fioin 
that  decision  since  1038  ? 

]\Ir.  Pravel.  Not  that  I  know  of.  sir. 

Senator  Burdick.  Then,  why  is  there  confusion  on  that  point  ? 

Mr.  Pravel.  The  confusion  on  that  point  is  because  of  tlie  an- 
nouncements and  word  tliat  we  get  from  the  antitrust  section  of  the 
Justice  Department  which  indicates  that  they  consider  tliat  tliis  area 
of  field  of  use  licenses  is  something  that  they  believe  should  be  de- 
clared illegal. 

Senator  Burdick.  The  anouncement  of  an  administrator  does  not 
have  the  full  foice  and  effect  of  a  court  decision,  does  it  ? 

Mr.  Pravel.  Xo,  sir;  but  it  certainly  has  an  effect  on  industry  and 
those  that  would  enter  into  this  type  of  license  agreement  because 
probably  the  type  of  thing  that  they  fear  the  most  is  that  they  Avill 
enter  into  this  type  of  agreement  and  then  be  subjected  to  lengthy 
litigation  which  is  obviously  very  expensive  and  vrhich  is  instituted 
by  the  Govei-nment. 

Senator  Burdick.  As  far  as  you  know  now,  there  is  no  conflict 
among  the  various  circuits  or  jurisdictions  on  this  point  since  193S  ? 

]Mr.  Pravel.  I  do  not  know  of  any. 

Senator  Burdick.  Thank  you. 

]Mr.  Praa'el.  Now,  from  the  standpoint  of  the  field  of  use  license,  a 
patent  might  be  looked  upon  as  something  comparable  to  a  piece  of 
property,  maybe  even  a  piece  of  land.  Since  I  am  from  more  or  less 
an  agriculture  State  of  Texas,  I  think  in  terms  sometimes  of  these 
patents  as  related  to  property  such  as  land.  If  a  land  owner  did  i\ot 
know  whether  he  could  license  or  use  his  land  and  lease  it  to  others 
for  the  farming  of  two  different  products,  say  cotton  on  one  section 
and  corn  on  another,  his  reluctance  Avould  most  likely  lead  him  to 
farm  it  all  himself,  maybe  very  uneconomically,  or  maybe  to  plant 
only  one  crop  which  might  be  excessive  on  the  market.  But  in  any 
event  it  would  lead  him  to  this  uncertainty  and  wc  find  ourselves  in 
this  situation  in  the  patent  field  in  the  area  of  field  of  use  and 
probably  in  a  more  complex  Avay. 

I  know  from  my  j^ersonal  experience  that  there  was  a  patent  that  I 
obtained  on  a  nozzle  which  had  utility  in  two  different  fields.  One 
was  a  drill  bit  for  drilling  oil  wells,  the  other  was  a  mud  gun  which 
was  used  at  the  surface  of  an  oil  well.  This  particular  nozzle  was 
invented  by  an  individual  who  had  no  manufacturing  facilities  and 
he  himself  could  not  have  produced  it  for  either  industry,  but  because 
of  the  licensing  that  he  granted  to  the  tAvo  different  fields  he  was  able 
to  get  the  product  on  the  market  and  into  the  hands  of  the  utility 
consumer  in  both  of  these  industries. 

With  respect  to  the  Lear  case,  there  is  a  section  301  which  I  believe 
is  the  most  important  one  under  the  Lear  case,  at  least  as  far  as 
correcting  what  appears  to  be  the  misunderstanding  in  the  dissent  of 
that  case. 

There  is  also  another  provision  in  the  Scott  amendments.  siM-tion 
2G1,  that  deals  with  the  licensee's  obligations  in  the  event  the  patent 
is  challenged. 

Senator  Burdick.  Was  the  court  divided  in  the  Lea?'  case? 

Mr.  Pravel.  Yes,  sir. 
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Senator  Burdick.  What  was  the  di\ision? 

jNIr.  Pravel.  Three  on  the  dissent. 

Senatoi'  Burdick.  Whatever  they  decided,  is  not  that  the  law  of  the 
hind  in  all  circnits  now  ^ 

Mr.  Pravel.  The  decision  by  the  majority  is  the  law  bnt  the  point 
of  it  is  that  the  majority  did  not  actually  decide  this  question  of  the 
trade  secrets  or  what  was  the  extent  of  the  contractual  lights  between 
the  parties.  They  remanded  the  case  and  the  alarming  part  of  the 
decision  appeai-ed  in  the  dissent  which  was  by  Justice  Black.  The  case 
went  back  to  the  loAver  court  and  it  is  my  understanding  that  it  was 
resolved  there  by  settlement  so  it  was  left  without  any  ultimate  deci- 
sion. So,  we  are  essentially  left  with  some  of  the  language  now  of 
Justice  Black  and  the  other  two  that  concurred  with  him  in  the 
dissent  which  is  considerably  troublesome. 

It  may  appear  this  is  a  dissent  not  to  be  worred  about  but  we  have 
had  at  least  one  instance  already  of  this  being  applied  inappro- 
priately in  a  district  court  in  New  York,  Palnton  v.  Bourns.  Fortu- 
nately, it  was  overruled. 

Senator  Buroick.  It  depends  on  Avhat  side  you  are  on.  Does  not  the 
majority  have  more  weight  than  a  dissent? 

Mr.  Pravel.  Yes,  sir.  The  majority,  however,  did  not  decide  on  this 
point.  I  should  explain  the  point  that  is  involved  here  perhaps  a  little 
more  because  I  jumped  into  it. 

In  Lear  v.  Atkins  the  point  that  we  are  concerned  about,  I  should 
say,  in  Lear  v.  Atkms,  is  whether  or  not  there  is  anything  left  to  the 
area  of  trade  secrets;  are  they  still  protectable?  Can  you  still  grant  a 
license  under  trade  secrets  and  have  anything  left?  Can  you  grant  a 
license  under  a  patent  application? 

Xow.  the  majority  opinion  really  did  not  reach  that  point.  That  is 
the  problem.  They  sent  it  back  to  the  district  court  for  decision  and 
then  it  was  resolved  by  settlement,  so  it  was  never  decided.  xVnd  the 
dissenting  opinion  is  a  very  strong  dissent  to  the  effect  that  there 
should  not  be  any  pi-otection  for  trade  secrets  which  are  disclosed  to 
others  by  license  agreements. 

Actually,  in  my  practice,  and  I  speak  personally,  of  course,  there 
are  all  types  of  practices  represented  in  the  National  Council  of 
Patent  Law  Association.  We  have  patent  lawyers  in  private  practice 
and  in  corporate  practice,  GovernuKMit  })ractice,  but  in  my  practice, 
which  is  essentially  dealing  with  individuals  and  relatively  small 
corporations  and  companies,  this  licensing  of  patents,  and  particu- 
larly trade  secrets  and  things  of  this  sort,  is  a  very  vital  and  impor- 
tant thing.  Even  patent  applications  today  are  in  (Question  as  to 
licensing  and,  of  course,  if  you  cannot  license  a  patent  application 
this  means  that  the  invention  may  not  get  on  the  market  for  perhaps^ 
2  or  3  years  until  that  patent  is  issued  because  it  takes  this  length  of 
time  for  the  patent  applications  to  be  processed  in  the  Patent  Office. 
The  patent  owner,  who  may  be  an  individual,  if  he  has  to  wait  until 
the  patent  issues,  he  is,  therefore,  prevented  from  entering  into  any 
licensing  agi-eement  until  his  patent  is  issued,  which  may  be  two  or 
three  yeai-s  down  the  road.  And  if  that  is  true,  the  product  is  effec- 
tively kept  off"  the  market  and  fiom  the  ronsumer  for  a  period  of  2  or 
o  years.  So,  this  is  a  very  important  and  vital  concern  to  the  individ- 
ual patent  owner. 
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Finally,  I  would  just  l)i'ic(ly  coiuiiuMit  upon  sonic  of  the  stahMucnts 
made  that  the  Icuislation  in  the  form  of  the  Scott  amcmhncnts  is  said 
to  l)c  an  attempt  to  subvert  the  antitrust  laws.  We  have  looked  at  this 
char<ie,  we  have  examined  the  statutory  lan<j;na<rc,  we  recf);rnize  that 
hini:"uair<'  may  he  modified,  but  cei-taiidy  speakin<r  for  the  smallci- 
individual,  the  smaller  company,  we  ai-e  as  anxious  for  the  antitrust 
laws  to  be  enfoiced  as  anyone,  and  we  fail  to  see  how  these  aineiul- 
ments  have  any  deti'imental  etfect  on  the  enforcement  of  the  antitrust 
laws.  They  are  directed  to  these  areas  of  concei-n  of  unceitainty  and 
wo  believe  that  they  will  be  beneficial  to  the  patent  system,  to  the 
individual  and  to  the  users  and  licensees  and  the  ultimate  consumoi*s 
of  the  products  that  are  produced  by  this  system. 

Thank  yon,  sir. 

Senator  Biudick.  I  have  not  been  here  for  all  of  the  hearin<rs,  T 
ha\e  been  in  other  committees,  but  I  want  to  ask  one  question.  Is  the 
uncertainty  between  various  jurisdictions  icoardinii'  the  decisions  of" 
tlie  courts,  oi-  does  uncertainty  l'I'ow  out  of  the  connnents  made  by  the 
Depai'tment  of  .Justice  i* 

Mr.  Pkavkl.  Well,  the  uncertainty  is  two-fold  at  the  present  time, 
as  1  see  it.  The  comments  of  the  Department  of  Justice  for  one.  and 
l)robably  for  the  most  part,  but  the  other  area  of  uncertainty  results 
from  the  Lear  v.  Atk'uis  case,  not  that  there  is  a  conflict  in  the 
circuits,  but  that  the  three  justices  spoke  so  stron^rly  about  the  fact 
that  ti'ade  secrets  and  so  foith,  should  not  be  protectable. 

Senator  Bukdick.  AA'ell.  this  has  happened  in  many  fields  of  law 
whei'e  we  jrot  split  decisions. 

Mr.  l^KAVEL.  Yes,  sii-;  but  the  point  is  that  we  do  not  see  that  the!-e 
is  in — well,  it  is  imi)ortant  to  preserve  this  tyi)e  of  property  in  trade 
secrets.  This  is  a  valuable  type  of  information  and  if  you  cannot 
license  information  of  this  kind,  if  I  have  some  information  that  I 
would  reaard  as  know-how  or  trade  secrets,  if  I  camiot  license  this 
information  to  another  pai'ty,  this  means  that,  effectively,  that  infor- 
mation must  be  bottled  up  within  the  one  company  that  has  it.  It  does 
destroy  the  dissemination  of  information  and  ultimately  it  is  not  as 
iielpt'ul  to  the  country  as  a  whole  as  if  licenses  are  [)ermitt(»d. 

The  concern  that  the  Supreme  Court  had.  is  in  havinir  ])ublished. 
thinas  unpatented,  which  were  <i■i^'^'^l  the  ])rotection  by  the  State  laws. 
But  this  is  not  a  (piestion  of  protecting  pul)lished  unpatiMited  thinirs. 
it  is  a  (juestion  of  permitting'  this  infoiination  to  be  disseminated 
under  contract.  It  is  not  a  question  of  information  which  will  be 
published. 

Senator  Burdick.  Well,  thank  you  \ery  much.  I  will  study  this 
very  cai-efully. 

(The  statement  referred  to  follows:) 

Xationai,    Couxcil    ov    Tatext    liAW    Associations.    Aui.incton,    Va.. 

.May   U.  T.»T1 
Hon.  .John  L.  McClellan 

Senator,  Chairman,  Subcommitfrc  on  I'dtoifst,  Truth  iniirl.s  ami  Cupiirinlits,  ,/ii<li- 

ciary  Committee,  U.S.  Senate.  Washini/ton.  !>.('. 

Dkar  Sexator  McCi.ellax  :  As  Chairinan  of  the  National  Coniuil  <>f  I'atoiit 

Law   Associations.   I   have  been  authorized   to   represent   some  of  our   member 

associations,    whose   names    are    listed    at    the    conclusion    of    this    letter.    .My 
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comments  are  directed  to  Amendments  23  and  24  to  S.  643  which  were  introduced 
by  the  Honorable  Hugli  Scott.  As  the  following  statement  will  reflect,  I  speak  in 
favor  of  such  Scott  Amendments. 

At  the  ontset,  we  wish  to  make  it  clear  that  the  National  Council  of  Patent 
Law  Associations  is  made  up  of  patent  attorneys  from  every  category  of  activity 
including  corporate,  government  and  private  practice.  The  associations  forming 
the  National  Council  ai-e  widespread  throughout  the  United  States.  It  has 
sometimes  been  charged  that  patent  attorneys  foster  and  support  patent  legisla- 
tion solely  because  it  is  in  their  self-interest  but  it  is  submitted  that  there  is  no 
more  logical  group  to  study,  suggest  and  support  patent  legislation  than  patent 
attorneys  because  it  is  they  who  are  in  daily  contact  with  the  business  world 
insofar  as  patents  are  concerned  and  it  is  they  who  deal  with  the  day-to-day 
usage  and  problems  of  the  patent  system.  Therefore.  I  make  no  apology  for  the 
fact  that  this  presentation  is  made  in  behalf  of  interested  patent  attorneys.  In 
fact,  one  of  the  principal  aims  of  the  Scott  Amendments  is  to  minimize  litigation 
which  has  been  threatened  by  the  Justice  Department  in  certain  areas  and  it 
certainly  cannot  be  said  that  it  is  in  the  self-interest  of  patent  attorneys  to 
minimize  litigation. 

The  primary  purpose  of  the  Scott  Amendments  is  to  stabilize  the  law  with 
respect  to  the  licensing  of  patents  so  as  to  remove  the  uncertainty  which  has 
been  created  in  recent  years  by  dictum  and  misunderstanding  in  the  courts,  and 
by  zealous  efforts  of  some  in  the  Justice  Department  to  attack  the  patent  system. 
The  certainty  which  is  introduced  by  these  Scott  Amendments  will  reduce  costs 
of  litigation  to  patent  owners  as  well  as  patent  licensees,  not  only  in  i)rivate 
suits  between  parties,  but  in  government  suits  inspired  by  some  in  the  Justice 
Department  for  their  own  purposes. 

The  certainty  in  the  law  which  will  be  improved  by  the  Scott  Amendments 
will  produce  an  increased  use  of  patents  and  a  greater  respect  for  the  value  of 
patents  in  the  business  world.  A  simple  comparison  of  a  patent  as  a  i)iece  of 
property  with  a  tract  of  land  as  a  piece  of  property  will  reveal  the  value  of  this 
legislation.  If  the  owner  of  a  tract  of  land  did  not  know  for  certain  that  he 
could  lease  it  in  part  for  growing  cotton  and  in  part  for  growing  corn  to  different 
parties,  the  chances  are  that  he  would  not  lease  the  land  at  all,  or  he  might 
lease  the  land  entirely  for  growing  cotton  or  corn,  even  though  such  ajjproach 
might  be  uneconomical  and  perhaps  even  socially  undesirable  if  either  product 
is  in  excess.  The  same  situation  in  a  more  complex  way  exists  with  respect  to  the 
licensing  of  a  patent. 

For  example,  under  proposed  Section  261(b)  (2),  a  patent  owner  can  license 
his  patent  in  a  specified  "field  of  use"',  or  he  can  license  his  patent  on  a  basis 
which  is  less  than  all  of  the  patent  rights  to  different  parties.  This  places  the 
patent  owner  in  a  position  to  more  widely  diversify  the  use  of  his  jiatent  in 
fields  in  which  he  may  not  economically  be  interested  or  competent  so  that  those 
parties  who  are  interested  and  competent  can  put  the  patent  to  use  in  industry 
and  thus  make  the  patented  item  or  process  available  to  the  ultimate  consumer 
on  a  moi'e  economic  basis.  The  short  range  effect  of  the  field  of  use  provision  is 
thiis  to  make  available  products  to  the  consumer  which  might  not  otherwise  be 
available  in  a  particular  field,  or  which  might  be  available  (udy  at  excessively 
high  costs  because  of  an  unqualified  or  inexperienced  manufacturer  uneconomi- 
cnlly  attempting  to  Tise  the  patent  in  the  particular  field.  The  long  range  effect 
of  permitting  the  field  of  use  licensing  is  that  inventions  will  be  encouraged  and 
new  fields  of  uses  for  the  inventions  will  be  encouraged  which  is  certainly  a 
socially  desirable  end  in  the  free  enterprise  economy  of  this  country. 

Section  261,  subsections  (e)  and  (f)  of  Senator  Scott's  Amendment  No.  24 
deal  with  the  respective  obligations  of  an  assignor  who  sells  a  patent  and  a 
licensee  who  obtains  a  license  under  a  patent.  In  both  situations,  the  assignor 
and  the  licensee  are  left  free  to  challenge  the  validity  of  a  patent,  but  they  are 
required  to  do  so  in  a  manner  which  is  equitable  and  in  good  faith.  Certainly, 
an  assignor  should  not  be  permitted  to  retain  consideration  received  for  an 
assignment  of  a  patent  if  he  knows  of  a  ground  of  invalidity  of  that  jiatent  at 
the  time  of  the  assignment.  Likewise,  a  licensee  should  not  get  the  benefit  of  a 
patent  license  while  still  attempting  to  destroy  that  patent  in  the  courts.  These 
subsections  (e)  and  (f)  thus  protect  the  public  interest  by  assuring  the  right  of 
an  assignor  or  licensee  to  challenge  the  validity  of  the  patent,  but  they  itrevent 
bad  faith  actions  by  an  assignor  or  a  licensee  which  is  encouraged  by  the 
present  state  of  the  law. 
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Section  271  (f)  of  AiiHMulment  Xo.  24  assures  that  the  courts  will  ajiitly  the 
"rule  of  reason"  test  in  consideriuf;  license  arraneenienls.  This  section  is  consist- 
ent with  recommen(lati(.n  XXII  of  the  "Keport  of  tlie  I'residenfs  Coiuniissit.n  ..n 
the  Patent  System".  For  example,  tliis  section  would  make  it  clear  that  such 
traditionally  acceptable  royalty  arrangements,  such  as  a  percentage  of  the  sales 
of  a  patented  product  or  a  product  made  by  a  patented  process  would  not  be 
considered  a  misuse  or  illegal  extensii>n  of  the  patent  right.  Contrary  to  the 
cliarges  made  by  critics  of  the  Scott  Amendments,  it  is  submitted  that  (his 
section  <-learly  retains  the  rule  of  reason  and  assures  that  tlie  patent  svstem 
will  not  l)e  arbitrarily  limited  by  per  se  limitations  or  violations  in  the  courts. 

Section  271  (g)  (1)  of  Amendment  Xo.  24  provides  for  reciprocal  riglits  of  a 
patent  owner  to  obtain  a  grant  back  of  a  nonexclusive  license  fn.m  his  licen.see. 
This  provision  would  definitely  encourage  the  licensing  of  a  patent  to  a  competi- 
tor or  a  potential  comi)etitor  because  it  would  assure  such  patentee  that  he 
would  not  be  placed  at  a  compefilive  disadvantage  by  the  granting  of  the 
license  on  his  original  patent.  This  would  place  the  parties  in  a  more  competi- 
tive i)osition  in  the  market  place  and  tints  beuelit  the  ultimate  cimsumer  and  the 
economy  of  this  nation.  In  the  ab.sence  of  such  a  provision,  a  patent  ov.uer  has 
little,  if  any,  inducement  to  grant  a  license  to  a  competitor  or  potential 
competitor  because  he  constantly  fears  the  grant  of  an  improvement  patent  to 
tlie  competitor  or  potential  competitor  which  will  place  him  at  a  ccmipetitive 
disadvantage.  Thus,  this  subsection  definitely  serves  as  an  inducement  to  a 
greater  use  of  patents  with  a  more  widespread  competitive  effect  from  such 
usage. 

I'roposed  subsections  271  (g)  (2)  (A)  and  (B)  are  principally  concerned  with 
the  licensing  of  a  group  of  patents  owned  by  a  single  entity.  The  patent  owner  is 
encouraged  by  this  legislation  to  licen.se  the  entire  group  of  jiatents  to  otliers  if 
the  royalty  rate  can  be  based  upon  the  linal  product  marketed  rather  than 
requiring  a  detailed  inspection  of  each  product  to  determine  whether  or  not  one 
or  more  of  the  patents  in  the  group  is  being  used.  For  example,  if  a  jiatent 
owner  of  a  number  of  patents  on  color  television  can  charge  a  royalty  for  each 
television  set  which  is  .sold,  rather  than  requiring  an  inspection  of  each  compli- 
i-ated  television  circuit,  the  cost  of  the  license  arrangement  would  normally  be 
materially  reduced  to  both  the  licensee  and  the  licensor.  Further,  such  licensor 
would  not  have  to  constantly  •■police"  each  TV  set  which  is  being  sold  to 
determine  whether  or  not  a  royalty  should  be  paid,  and  likewise,  the  licensee 
does  not  have  to  assume  such  obligation  to  determine  when  the  royalty  is  to  be 
paid.  It  is  quite  evident  that  if  unnecessary  and  extra  costs  result  from 
inspection  and  policing,  such  costs  would  tmavoidably  be  passed  on  to  the 
ultimate  consumer.  The  savings  in  costs  to  the  licensor  and  licensee  can  there- 
fore be  passed  on  to  the  ultimate  consumer. 

Sub.sections  271  (g)  (2(  (C)  of  Amendment  X'o.  24  preserves  the  free  enter- 
prise bargaining  on  licenses  as  to  royalty  rates  between  the  licensor  and 
different  licensees.  It  often  develops  that  the  first  licensee  is  a  pioneer  in  the  use 
of  a  patented  invention  and  is  entitled  to  a  lower  license  rate  than  a  later 
licensee  who  enters  the  market  without  the  pioneer  expense  of  the  licen.see.  This 
siTbsection  will  permit  a  different  royalty  rate  under  such  circumstances.  Of 
course,  this  section  does  not  permit  anti-trust  violations  which  result  from  a 
conspiracy  between  the  patent  owner  and  the  first  licensee  or  any  other  licensee 
to  exclude  other  licensees  from  the  use  of  the  patent. 

Scott  Amendment  Xo.  2.3  to  Section  301  of  S.643  is  essential  to  preserve  the 
traditional  protection  and  freedom  of  Individuals  and  companies  to  contract 
with  resi^ect  to  know-how,  trade  secrets  and  confidential  information.  It  jire- 
vents  the  courts  from  requiring  the  patenting  of  .such  information  before  any 
protection  is  available  to  the  owner  of  such  information.  Know-how.  trade  se- 
crets and  confidential  information  can  be  extremely  valuable,  even  though  not 
patentable,  and  this  is  evidenced  by  the  fact  that  many  companies  are  willing 
to  pay  others  for  the  disclosure  to  them  of  the  know-how,  confidential  informa- 
tion and  trade  secrets  of  the  other  company  having  same. 

In  the  absence  of  a  clear  statement  of  anti-preemption  of  this  important 
field  of  information  by  the  patent  laws,  the  courts  may  continue  to  follow  the 
totally  destructive  approach  taken  by  the  dissenting  Supreme  Court  Justices  in 
Lear  v.  Adkim,  305  U.S.  O-'S  (1969),  and  by  the  District  Court  in  Painton  v. 
Bourns,  309  F.Supp.  271,  (1970). 

On  the  other  hand,  the  passage  of  this  proposed  Section  301  would  encour- 
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age  the  disclosure  and  use  of  know-how,  trade  secrets  and  confidential  infor- 
mation. Why  should  an  individual  or  company  disclose  or  license  its  know- 
how,  trade  secrets  or  confidential  information,  or  even  its  pending  patent 
application,  to  any  one  unless  it  can  be  assured  that  it  will  receive  fair  and 
just  compensation  for  such  disclosure  or  license?  The  clarity  and  certainty  of 
Section  301  is  essential  in  this  very  important  area  of  law. 

In  conclusion.  I  have  read  a  letter  to  Senator  McClellan  charging  that  these 
Scott  Amendments  encourage  the  use  of  patents  to  bring  competitors  together 
into  cartels  for  the  purpose  of  eliminating  competition.  It  is  submitted  that 
such  charge  is  based  uixm  emotionalism  and  an  apparent  distrust  of  the  free 
enterprise  system  of  government  which  has  made  this  country  the  economic 
giant  that  it  is.  So  far  as  can  be  determined,  this  charge  is  not  founded  on 
any  substantive  analysis  of  the  provisions  of  the  Scott  Amendments,  or  upon 
any  concrete  evidence.  Those  wlio  speak  in  support  of  tlie  Scott  Amendments 
including  patent  attorneys  and  patent  owners,  are  certainly  not  advocating  this 
legislation  for  the  purpose  of  violating  any  anti-trust  laws.  The  Sherman  Act, 
Clayton  Act  and  other  anti-trust  laws  remain  in  effect.  The  entire  purpo.se  of 
these  amendments  is  to  strengthen  the  patent  system,  which  has  made  its  un- 
disputed contribution  to  the  economic  greatness  of  the  United  States.  The  ben- 
efits of  these  amendments  will  flow  to  all,  including  con.siuners,  and  it  is  sub- 
mitted that  there  is  no  basis  in  fact  for  the  charge  that  the  restraints  of  the 
Sherman  Act,  Clayton  Act  and  other  anti-trust  laws  are  destroyed  or  limited 
by  the  Scott  Amendments. 
Respectfully, 

B.  R.  Pravel, 

Chairman. 

Associations  Autiiorizixg  the  Foregoing  Statement 

1.  Connecticut  Patent  Law  Association. 

2.  Michigan  Patent  Law  Association. 

3.  liOuisiana  Patent  Law  Association. 

4.  New  Jersey  State  Bar  Patent,  Trademark  &  Copyright  Section. 
~>.  Cincinnati  Patent  Law  Association. 

6.  Rochester  Patent  Law  Association. 

7.  Patent,  Trademark  &  Copyright  Section  of  Indiana  State  Bar  A.ssociation. 

5.  Toledo  Patent  Law  Association. 

9.  Houston  Patent  Law  Association. 

10.  Central  New  York  Patent  Law  Association. 

11.  Eastern  New  York  Patent  Law  Association. 

12.  Patent  Section  of  Bar  As.<()ciation  of  Metropolitan  St.  Louis. 

13.  State  Bar  of  Texas,  Patent  Trademark  »&  Copyright  Section. 

14.  Milwaukee  I'atent  Law  Association. 
1.^.  ^Minnesota  Patent  Law  Association. 

16.  San  Francisco  Patent  Law  Association. 

17.  Los  Angeles  I'atent  Law  Association. 

18.  Oregon  Patent  Law  Association. 

Senator  BntDicK.  Tlie  committee  will  be  in  recess  until  10  :30  to- 
morrow mornino;. 

(Whereupon,  at  4:10  p.m.,  the  hearing  was  recessed,  to  reconvene 
at  10:30  a.m.,  Thursday,  May  13,  1971.) 
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